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A Banker’s Diary 


Tue fateful date so anxiously awaited has come and gone, and brought with 
it no consequential disaster, nor is any in sight. Yet, apparently rather to the 
surprise of American financial opinion, Britain handsomely 

July 15 lived up to the spirit of her obligations under the loan agree- 
Commit- ment. By a triumph of effort from her select band of experts 











ments and negotiators, convertibility pacts were punctually concluded 
Fulfilled = with all countries with which specific agreements were either 
necessary or possible. Rather ungraciously as some may 


think, America went through the formality of extending until mid-September 
the date at which the arrangements should be complete—but this move does 
put it beyond doubt that Britain is not even technically in default, a fact 
which may be valuable hereafter. Sterling, therefore, has been restored to 
the status of a multilaterally convertible currency. Provided it arises from 
new current business or from agreed releases from old accounts and is required 
for current as distinct from capital transactions, it is spendable without 
question in most countries of the world and, because it is so spendable, has 
become a currency virtually as scarce as the dollar itself. 

The arrangements by which the transformation has béen achieved are 
embodied in a long succession of White Papers, agreements and new regula- 
tions, and the whole resulting structure is surveyed in detail in a subsequent 
article. Since the obligation to restore full convertibility by this date has 
given rise to so much controversy and apprehension, two vital matters deserve 
to be emphasized here. The first is that virtually the same process would have 
occurred, perhaps just as soon, even if the loan agreement had not so provided. 
One of the most striking—and, to many people, unexpected—features of the 
past year or so has been the very rapid recovery in London’s international 
banking business, which now leaves no one in doubt that London can continue 
to play her traditional rdle. There would have been little possibility of that 
if sterling had not been progressing—as in fact it had been, by easy stages, 
since the quite early days of exchange control—towards an increasingly multi- 
lateral basis. Moreover, once the peculiar urgencies of war and Allied control 
of movement of supplies had been withdrawn, there was little chance that 
Britain’s suppliers would for long be willing to sell against payment in sterling 
which had a restricted expendability. Britain, in her own vital interests, 
would have been bound to make sterling freely expendable. Equally, she 
would have had to ensure that this freedom did not extend to the huge accumu- 
lation of “old’’ sterling, the spending of which (mainly within the sterling 
area) has been putting such pressure upon the balance of payments in the 
past year or so. That vital distinction between “ old’”’ and “ new ”’ sterling 
has been achieved by the agreements which meet the ‘“‘ July 15” obligation ; 
but it would have been imperative in any case. 

The second vital consideration is that, so far as can be judged from the 
available evidence, there is no reason to suppose that the new convertibility 
arrangements will add significantly to the existing strain upon Britain’s dollar 
reserves. That is not, of course, the same thing as saying that convertibility 
atrangements as a whole are not involving any strain. The dollar reserves, 
as the immediately following article demonstrates, are being depleted at an 
alarming rate, and much of this strain certainly flows from the convertibility 
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facilities accorded to a number of countries during the previous twelve months, 
The recently concluded arrangements, however, are principally with countries 
which, by reason of having adverse balances with the sterling area, will not 


be in a position to tap Britain’s hard currency reserve ; on the contrary, the | 


strain which such countries impose on Britain’s overall position will be less 
than before, because they are no longer able to finance their deficits by drawing 
upon old balances—except to the extent of any agreed releases. Very broadly, 
the position is that Britain before July 15 was already bearing virtually the 
full burden of convertibility, but only now will she begin to reap the counter- 
vailing advantages. 


THE change in the underlying situation in the gilt-edged market, to which 
attention was drawn here last month, is now all too apparent. The phase of 
daily losses in values was briefly interrupted early last month 

The Slide when, after a prolonged rest, the Government broker at last 

_ in intervened and actually stimulated a wave of bullishness 

Gilt-edged which produced a fair recovery founded upon speculative 
buying. But the rally petered out after a few days, and 
weakness degenerated almost into a rout. The speculators who burnt their 
fingers in the minor wave of buying are not disposed to try their luck again 
until the authorities themselves make a more determined stand. At the 
moment of writing there is little sign of that, and prices of the two leading 
irredeemable stocks—24 per cent. Consols and ‘“‘ Daltons”’ (1975 or after)— 
are both quoted below go. 

Among fundamental factors, it is hard to find any which favour gilt-edged. 
Unless the Chancellor is prepared to do battle with the elements, the chances 
of any approach towards the levels of last January are remote. And, if Mr. 
Dalton is taken at his word, it is clear that, having failed in the Goschen rdle, 
he is not disposed to choose the réle of a Canute. So much was plain more 
than a month ago. But what really brought it home to the public was the 
authorities’ decision at last to allow the new market level to reflect itself in 
the terms of new gilt-edged issues. In April, despite the collapse of the market 
in the previous two months, new corporation issues were quite brazenly offered 
on terms identical with those current at the peak level—and, necessarily, were 
left with the official underwriters. At the end of June, however, the authorities 
gave ground: the large Southern Rhodesian issue was offered at a full point 
less and with five years shorter life than the terms of the earlier issues—it 
comprised 24 per cent. stock, 1965-70, at 99—and was, moreover, underwritten 
through City channels, the first gilt-edged issue to be so treated since before 
the war. At the moment of its announcement, the terms looked to be a shade 
below the market ; yet 83 per cent. was left with the underwriters, and it now 
stands at several points discount. 


As Britain was completing the process of taking the ‘‘ convertibility ”’ hurdle 
of the American loan agreement she was increasing her endeavours to be 


excused the second, that of ‘“ non-discrimination ”. Most of 

Non- the fight and discussion in the loan negotiations may have 
Discrimina- centred in the question of convertibility ; but in retrospect 
tion this particular issue has been found to possess much less 


significance and practical importance than that of non- 
discrimination. In view of the rapid exhaustion of the dollar credit, this issue, 
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as embodied in Article 9 of the Anglo-American financial agreement, is 
beginning to assume crucial and urgent importance. That clause extends the 
principle of non-discrimination to trade between Britain and the United States 
only, but since this trade is the crux of Britain’s balance of payments problem, 
Article 9, as it stands, has all the restrictive qualities it could possibly have. 

Its insertion in the agreement can readily be understood. Quite apart from 
the fact that the United States wished to lose no opportunity of giving practical 
expression to the principle of non-discrimination in international trade for 
which the State Department under Mr. Cordell Hull had fought for over twelve 
years, the insertion of this clause was intended to provide one of the main 
selling points of the agreement to the American public and to Congress. The 
Americans argued that the line of credit they were making available was 
completely ‘‘ untied ’’ and could be spent by the British in any part of the 
world ; but that the least they could demand was that Britain in making its 
purchases would not discriminate against American goods but would buy them 
if they were available on the best competitive commercial terms. It was an 
argument to which neither equity nor common sense could provide an effective 
counter. But the undertaking did not allow for the fact that a time might 
arise, and arise very quickly, at which U.S. dollars would become extremely 
scarce and that, in applying this principle of non-discrimination, inevitable cuts 
in British purchases from the United States would have to be accompanied 
by unnecessary but very painful cuts in British purchases from other countries 
whose currency was in better supply than dollars. 

A way out of this impasse is being sought in two directions. The first is 
to substitute for Article 9 of the financial agreement the relevant sections of 
the International Trade Organization charter now being debated and drawn 
up in Geneva. The Anglo-American agreement anticipated that Article 9 
would ultimately be superseded by multilateral agreements to be negotiated 
later. The efforts of the British delegation at Geneva are now being bent on 
making the clauses in the charter relating to the non-discriminatory application 
of quantitative restrictions on trade as elastic as possible. But this may not 
meet the immediate needs of the situation. 

The British Government has, therefore, made more direct approaches to 
Washington in order to obtain a more liberal interpretation of Article 9 even 
before it is superseded. The immediate request is to exempt from the applica- 
tion of this clause in the financial agreement trade between Britain and the 
colonies. The British case has been reinforced by the argument that colonial 
development such as the East African ground nuts scheme would be hampered 
if assured markets for this colonial produce could not be provided by Britain 
because of the non-discrimination clause. The American reaction to this 
suggestion is reported to have been sympathetic, as indeed it should be, since 
the I.T.0. charter allows the application of certain types of discriminatory 
treatment to territories which have a common quota in the International 
Monetary Fund. Under that definition, trade between Britain and the colonial 
territories should allow discriminatory devices, including preferences. Reports 
from Washington indicate that American opinion will be far more adverse to 
including the Dominions in the area within which discrimination can be applied. 
The facts of economic life and of dollar exhaustion may decide these knotty 
points of doctrine before many months have passed. 
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THE French economic situation continues to be undermined by lack of con- 
fidence in the currency. The Monnet plan for reconstruction and moderniza- 
tion stated on almost every page that the realization of the 
The Franc plan depended on a genuine equilibrium of the budget and on 
and the a consequent banishing of the spectre of inflation. Only thus 
Budget = could domestic savings be brought to the point at which the 
spectacular programme of industrial reconstruction and 
development could be financed. There was some hope that the latest budget 
proposals of the Ramadier Government would go near to achieving this 
‘quilibrium, at least in the ordinary budget. But even this incomplete and 
inadequate objective has had to be abandoned as a result of the successive 
mecessions which the Government has had to make to various groups in the 
course of the budget debate. The greatest single concession has been the grant 
of wage increases totalling Frs. 24,000 millions to civil servants to avert the 
threatened strike which was due to begin in the third week of July. The 
estimates for 1947, which envisaged expenditure of Frs. 585,000 millions, will 
probably emerge from the debate on August 15 with expenditure of over 
Frs. 630,000 millions. Quite apart from the extraordinary budget and the 
large needs of the nationalized sector of French industry, there will be need for 
continuous borrowing by the French Government. Unfortunately, the capital 
market is showing no appetite whatsoever for Government paper, and direct 
borrowings from the Bank of France are rapidly increasing : 


In miilion francs) 
July 8, 1946 June 5, 1947 July 3. 1947 
Gold e isa ace 94,817 82,817 64,817 
Advances to State.. me <* 502,300 609,805 651,250 
Notes ae oe oe —s 636,706 788,003 829,732 


More than ever is the realization of the French plan dependent on a revival 
of saving. The prospects at the moment do not appear favourable. The level 
of prices in France is now such that French exports are being seriously 
threatened. The time is approaching when another devaluation of the franc 
will have to be brought into play to adjust French costs and prices to those 
in the rest of the world. But another devaluation would hardly help the 
position of a Government which is standing on a knife edge. 


DESPITE repeated rumours and a number of suggestions in Parliament, no 
change has yet been made in the basic foreign exchange allowance for personal 
travel abroad. But welcome, and long overdue, measures were 

Exchange announced early last month to tighten up the arrangements 


for for the allocation of foreign exchange for business travel. 
Business Hitherto, the authorized exchange dealers have been able to 
Trips sanction the allotment of up to £10 per day for periods up to 


three months to a business man and one or two members of 
his firm (except that, since last spring, their sanctions for Switzerland and 
Liechtenstein have been restricted to seven days). Now, subject to the same 
special exception, the dealers’ authority is restricted to sanctions for fifteen 
days—measured from date of departure to date of return—and is strictly 
limited to the business man himself, who must also be travelling for purposes 
directly connected with the export or import of goods (from or into the United 
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Kingdom) for the normal business of his firm. This does not mean that trips 
for longer periods or for other business purposes are ruled out altogether. It 
means simply that any applicant for facilities beyond the standard maxima 
and rules must justify his case to the Bank of England, which will certainly 
scrutinize it searchingly. These arrangements should effectively stop the 
undoubtedly prevalent abuse through disguise d holidays, with wives acting 
as ‘‘secretaries ”’ 


For some time past, the growing volume of business in the “ free ’’ gold markets 

of the world at prices far above the official parities has been putting increasing 
strain upon monetary reserves, both directly and indirectly. 

The Fund In the main gold-producing areas, it was also leading to some 


and restiveness at the supposed unattractiveness of the official 
““Free’’ price. At the end of June, therefore, the International Mone- 
Gold tary Fund was moved to recommend to its members that steps 


should be taken to restrict the seepage of gold into these 
channels. As this is the Fund’s first general pronouncement in the field of 
policy, the circulated memorandum deserves textual reproduction : 


fhe International Monetary Fund has given consideration to the international gold 
transactions at prices substantially above monetary parity which have been taking place 
various areas of the world. Because of the importance of this matter the Fund has prepare 
this statement of its views. 

A primary purpose of the Fund is world exchange stability, and it is the consiiered 
opinion of the Fund that exchange stability may be undermined by continued and increasing 
external purchases and sales of gold at prices which directly or indirectly produce exchange 
transactions at depreciated rates. From information at its disposal, the Fund believes that 
unless discouraged this practice is likely to become extensive, which would fundamentally 
disturb the exchange relationships among the members of the Fund. Moreover, these 
transactions involve a loss to monetary reserves, since much of the gold goes into private 
hoards rather than into central holdings. 

For these reasons the Fund strongly deprecates international transactions in gold at 
premium prices and recommends that all of its members take effective action to prevent 
such transactions in gold with other countries or with the nationals of other countries. 

It is realized that some of these transactions are being conducted by or through non- 
member countries or their nationals. The Fund recommends that members make any repre- 
sentations which, in their judgment, are warranted by the circumstances to the governments 
of non-member countries to join with them in eliminating this source of exchange instabilitv. 

The Fund has not overlooked the problems arising in connection with domestic transac- 
tions in gold at prices above parity. The conclusion was reached that the Fund would not 
object at this time to such transactions unless they have the effect of establishing new rates 
of exchange or undermining existing rates of other members, or unless they result in a signifi- 
cant weakening of the international financial position of a member which might affect its 
utilization of the Fund’s resources. 

The Fund has requested its members to take action as promptly as possible to put into 
effect the recommendations contained in this statement. 


Obviously, action by the authorities of member countries on these lines*will 
reduce the traffic in the free markets, especially as the U.S. authorities and 
the Bank of England have banned all above-parity dealings in foreign gold ; 
but such measures will not wholly extinguish the free markets. 

This consideration has provoked Dr. Paul Einzig (whose articles have often 
been welcomed in THE BANKER even when they do not coincide with its own 
views) to declare, in the course of an article which begins on page 119, that 
the Fund would have done better to request its members to seek to control 
the free market prices by themselves intervening as dealers. In present 
abnormal conditions, when exchange rates are maintained at more or less 
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artificial levels by various controls, any proposal deliberately to restrict the 
so-called ‘‘ free ’’ market is bound to be debatable and may have unexpected 
disadvantages—even though the “ free’ markets are so narrow that prices 
are more distorted than the “ artificial ’’ official prices. But it is hard to see 
what benefits could now be achieved by official dealings in these markets, 
Obviously, the I.M.F. could not be expected to take any step which would 
undermine the official rates, and an attempt to maintain the “free ’’ rates 
at parity would involve sales of gold on such a scale as would certainly involve 
a bigger drain on monetary reserves than results from the unofficial seepage. 
Would it profit Britain to sell gold at par in the Middle East—or even at free 
market rates (as was done during the war, for the specific war-time objective 
of combating inflation there) ? America could obviously afford gold for such 
purposes, but if she were willing to part with additional supplies, it is easy to 
think of many more fruitful ways of diffusing them among the needy. 


A potnt has come to light in the Exchange Control Act which promises to bea 
real embarrassment for bankers unless it is adjusted by Order when the Act 
comes into force. Section 30 (3) provides that “‘ except with 


Exchange the permission of the Treasury, no person resident in the 
Control United Kingdom shall lend any money, Treasury bills or 
Act securities to any body corporate resident in the scheduled 
Flaw territories [in effect, the sterling area] which is by any means 


controlled (whether directly or indirectly) by persons resident 
outside the scheduled territories’’. It is well known that one prospective 
embarrassment from this provision in the original Bill was removed by a 
saving provision to relieve a lending banker who, after reasonable enquiry, 
has no knowledge that the borrowing concern is controlled by non-residents. 
But the draftsmen seem also to have overlooked the further, more significant, 
practical point that every debit to an overdrawn account ranks as a new loan. 
Hence, as the Section stands, specific Treasury sanction will be required for 
every separate cheque debited to such an account. 

Clearly, this was not the real intention. Indeed, it is understood that only 
new borrowing was intended to be caught. It was not intended, apparently, 
that sanction would be needed for the payment of cheques which would leave 
the total overdraft still within the amount of the customer’s limit as at the 
eve of the implementation of the Act, or, at all events, within the actual 
amount of the overdraft at that time. Yet, on the wording of the Act, such 
payments will undoubtedly require sanction. Fortunately, the authorities 
are now alive to these points, and there is reason to believe that the Treasury 
is considering the granting, within the powers conferred upon it by the Act, 
of some form of general permission to overcome the difficulties which other- 
wise will arise when the Act comes into force. This will demand careful 
drafting and, it would seem, will also call for decision upon the definition of the 
amount of permissible (unsanctioned) debits to accounts operated under over- 
draft limits previously granted. It should be noted that the Exchange Control 
Act, unlike the orders governing capital issues, contains no provision preserving 
the rights of the parties : a banker’s claim against his customer will apparently 
be unenforceable if it is founded on borrowing which contravenes the Act. 
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The Twelfth Hour 


HE nations of Europe—unfortunately, without Russia or her satellite 
T statesseem to have settled down with unaccustomed speed and fair 

unanimity to the task of responding to the Marshall offer. So far as it 
goes, that is cheering news. It affords almost the only glimpse of light in the 
bleak panorama that has unfolded in the past month or so. The warm glow 
of American aid could eventually transform the whole scene, and it is natural 
that attention should be focused upon the fitful beam which is all that will be 
discernible for some time to come. But it would be tragic if this preoccupation 
were to leave Europe eventually in semi-darkness—because the relief from 
the West either does not come or proves to have been exaggerated. The 
world aspects of the dollar problem, and America’s attitude towards it, are 
discussed in a succeeding article. In the British context, with which this 
article is concerned, the danger is that attention will be distracted from the 
lessons about the state of Britain’s economy which should have emerged from 
last month’s debates on the balance of payments. 

The danger is the greater because the Government itself seems to have done 
its best to ensure that their significance will not be realized. In Parliament, 
indeed, the discussion was even less conclusive than the more comprehensive 
economic policy debate of last March. In one sense only, and that a gravely 
disquieting one, is the situation now any clearer than it was then. Five months 
ago, in its Economic Survey for 1947, the Government set forth starkly the 
gravity of Britain’s position, mainly on the basis of conditions ruling before the 
fuel crisis, and laid down a number of economic targets as indispensable 
minimum objectives. It was abundantly plain that the Government then 
had no coherent policy for achieving these ends ; but it was so firmly seized 
of the dangers that there was at least reason to hope that a policy would 
emerge. Since then, one after another of the “ indispensable ’’ targets has had 
to be abandoned. It was evident even before the fuel crisis that a limit would 
be set to the rake’s progress by the size of the dollar overdraft ; and for five 
months now the national economy has been rushing headlong towards that 
day of reckoning. Yet the first major pronouncement and the first important 
debate on this fast deteriorating situation, which raises still all the issues 
which were important five months ago, was a very circumscribed affair. Worse 
still, it yielded the astonishing conclusion that, for the time being at least, the 
policy of the Government is to have no policy. 

The state of the balance of payments, so far as it can be discerned from 
the inadequate information which has been made available, can be briefly 
indicated. The original programme for the calendar year 1947 put imports 
at £1,450 millions (f.o.b.), compared with £1,100 millions in 1946, and was 
designed to raise the physical volume from 70 to 80-85 per cent. of the 1938 
level. Roughly half the increased expenditure was therefore allowed for 
higher prices, and a substantial part of the increase in quantities was needed 
simply to make good the previous year’s inroads into stocks. Net invisible 
expenditure (including films) was put at {100 millions, making a grand total 
of £1,550 millions, towards which the Government thought it would be “‘ unsafe 
to borrow more than £350 millions net’’. Exports (including re-exports) 
therefore became the residual item, and were estimated at £1,200 millions 
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after allowing, it now appears, for an estimated {100 millions’ loss in conse- 
quence of the fuel crisis. 

No official revisions of these estimates have been published, except for 
exports, which are now put at £1,100 millions for the calendar year. But the 
programme for the ensuing twelve months plainly reveals how seriously the 
current position has deteriorated. The Government now estimates that expen- 
diture on imports, including the invisible payments for films, will require no 
less than {1,700 millions in the period from mid-1947 to mid-1948. But 
although this total is £232 millions (15.8 per cent.) more than the original 
estimate for the calendar year and almost {600 millions (over 50 per cent.) 
more than was actually spent in 1946, it represents roughly the same bulk of 
supplies. Virtually the whole of the increase reflects the rise in prices in the 
supplying markets, and especially the steep rise which has occurred in the 
United States. As this rise in prices affects Britain’s import bills only after a 
fair time-lag, and as there was a pause in the rise in American prices a few 
months ago, the indicated figure of imports for the calendar year may perhaps 
be rather less than half-way between the original estimates and the new ones 
for the overlapping period. It is noteworthy, too, that in the first four months 
of this year the import volume index, so far from rising, declined further—to 
only two-thirds of the 1938 level. Most unofficial estimates have failed to 
allow for these lags, and hence have assumed that import costs are even now 
running at {1,700 millions per annum. A more rational estimate would put 
the 1947 total at around {1,550 millions, or perhaps a little more, compared 
with the revised figure of ‘f1, 100 millions for exports. If invisible items (for 
which no new figures have been published) are taken at the original estimates, 
this would mean that the overall gap for 1947 would be around £550 millions. 
For the overlapping period, 1947-48, the prospect may be rather less alarming. 
The immediate export target—to achieve a rate of 140 per cent. of the 1938 
volume by the end of this year—has now been shifted six months further 
away, to mid-1948. To reach that objective, U.K. exports in the twelve months 
to that date will need to rise to £1,300-£1,350 millions, which postulates a 
formidable expansion from present levels. If, however, the new target can be 
attained, the adverse visible balance, allowing for re-exports, would be about 
£300-£350 millions, and the overall deficit, taking invisibles at the level esti- 
mated for 1947, would be about £400-£450 millions. If Governmental expen- 
diture overseas can be reduced (it is put at £175 millions this year) and if some 
expansion occurs in invisible income, the lower of these figures might con- 
ceivably be attainable—on distinctly optimistic assumptions about the 
export effort. 

Yet the 1947 deficit will exceed by some {200 millions, and the 1947-48 
deficit by at least {50 millions, the figure which, five months ago, the 
Government regarded as the safety limit for 1947 borrowings. Moreover, when 
that limit was determined the Government was pointing out that the dollar 
deficit presented a much greater threat even than the overall deficit, and was 
hoping (though without taking any positive measures to ensure) that in future 
the lopsidedness of Britain’s trade account would be diminished so as to 
relieve the strain upon the dollar reserves. But in fact, owing mainly to 
insufficient allowance, in the original estimates, for the rise in U.S. prices, the 
rate of drawing upon the dollar credits has been—in Mr. Dalton’s own words 
—“ greatly in excess of anything which any of us contemplated would occur 
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or would be tolerable ’’. By the third week of July, drawings on both credits 
had totalled £7774 millions, of which £155 millions was drawn in the first three 
months of this year and £3473 millions in the next three and three-quarter 
months. Now, therefore, the amount which remains undrawn is only {472} 
millions. It should be observed, perhaps, that the rate of drawings is not 
necessarily a measure of the rate of spending dollars. During the second 
half of 1946 the authorities added {100 millions to their actual stock of gold 
and dollars, and may have been continuing the process since then—Mr. Dalton 
preferred ‘“‘ to say not too much now” about “ any reserves lying behind the 
lines”. Yet, by referring to the drawings proceeding at £800 millions per 
annum, he certainly did not minimize the rate of depletion. 

If in fact the rate of drawings must be taken at face value, the Govern- 
ment’s attitude becomes even more inexplicable. On any reckoning, the 
overall deficit, and especially the dollar deficit, has far exceeded the safety 
limits. Moreover, progress towards the basic home economic targets, which 
alone could justify an exceptional rate of external borrowings, has been so 
inadequate that most of the targets have been abandoned or postponed. In 
the face of the yawning gap in the balance of payments, the chronic disequili- 
brium in the national economy as a whole, and the virtually imminent exhaus- 
tion of the dollars which alone keep this unsound structure erect, the Govern- 
ment is without a policy. 

Mr. Dalton complained last month at criticism which averred that the 
Government speaks with many voices. But he and Mr. Morrison spoke with 
different voices in that very debate. Beside the size of the gap, the import 
cuts so far proposed are simply derisory. The figures quoted above are com- 
puted after allowing for them—all, that is, except the contemplated reductions 
in film expenditure—but the mere margin of error in estimating the total is 
certainly larger than the effect of these merely annoying trimmings. Mr. 
Dalton himself described them as no more than “a quite small contribution 
to a very great problem ’’, and even that is overstatement. He explains the 
stark contrast between need and response by the naive assertion that in 
announcing the new import programme the Government was making only 
a routine statement at the customary time. In fact, these inadequate figures, 
unrelated to their wider context in the balance of payments or to the state of 
the reserves, were issued only after Opposition pressure at the time of the 
first news of the cuts. But that factual discrepancy apart, can this programme 
really be called a routine affair when it is known to have been under review for 
months, and to have involved major differences within the Cabinet ? In any 
case, what right has the Government to make only a “ routine”’ statement 
when it discovers that the nation’s bill for vital supplies—the same vital 
supplies as it budgeted for five months ago—is a quarter of a billion larger 
than it looked then, carrying the draft upon the vital reserve of iron rations 
correspondingly beyond the danger line. Such an attitude is an affront to 
public intelligence and an affront to democracy. Mr. Dalton is too clever a 
politician to make such blunders unwittingly. Obviously, he was trying to 
conceal the vacuum in the field of policy—and perhaps, too, the defeat of the 
Treasury in the inter-departmental battle. 

Mr. Morrison pipes to quite different tunes. He defends the Government 
attitude on its merits, contending (in effect) that Britain does not need a 
policy for this issue because the decision whether real import cuts must be 
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made will in practice be taken by America. Alternatively, the problem may 
not be so big after all: “ it may be just a passing downpour—so we've decided 
to carry an umbrella’’. A grosser stupidity, even by the standards of official 
hand-outs to the Press, could scarcely be imagined. Can a deficit of almost 
£600 millions, with the dollars running out in a matter of months, be a passing 
downpour? And what sort of umbrella can a few tens of millions of petti- 
fogging economies provide—even for a summer shower ? 

The Government, in short, is still weakly procrastinating. It evidently 
perceives the extent of the disaster which may shortly break upon us, and 
cries aloud for more production, yet fails entirely to support its appeals by 
any action which will bring home to the people the extremity of the need. 
In the field of financial policy, Mr. Dalton three months ago merely pretended 
to be providing the “ good”’ surplus which, on his arguments, the situation 
required. Only in the matter of the swingeing increase in the tobacco duty 
(the striking results of which are an object lesson in the power of orthodox 
fiscal weapons when deployed at specific points) was there any attempt to 
administer salutary check and psychological shock. Now, in the field of import 
policy, the spendthrift philosophy is elevated quite blatantly to the cardinal 
role. ‘‘ The Government ”’, declares Mr. Morrison, “ are quite clear that they 
should not impose cuts of a scale which would require a drastic adjustment of 
our standard of living until it is perfectly clear and certain that this is the 
only course open to us.”’ In other words, Britain’s ability to maintain her 
present standard of living—which, meagre though it is, is yet far beyond her 
present means—is staked quite openly on the hope that the banker will increase 
the overdraft lavishly before the existing limit runs out, or even (since Mr. 
Morrison dilates upon the virtues of “‘ mutual ”’ aid) will cap the first loan with 
a substantial gift in kind. 

What sort of realism, what sort of statesmanship, is this? The case for 
expecting the Marshall offer to solve (or at least postpone) the problem rests, 
it seems, on two grounds. First, that it is morally right that America should 
shoulder the burdens which the war has put upon Europe. Secondly, that to 
withhold aid would injure America, economically and politically, as much as 
it would hurt Europe. For the first point, on a rather lofty plane, a case can 
certainly be made. But America rejected it absolutely in 1945, first by shutting 
off lend-lease at the earliest moment while declining to provide any follow-on 
aid upon comparable terms, and then by forcing Britain to a keenly negotiated 
interest-bearing loan for much less than the sum sought. On a moral basis, if 
the principle of equality of sacrifice between Allies had real meaning, it ought 
obviously to extend beyond actual hostilities to the phase of making good 
the damage wrought by war. But even if such a precept could be established 
now, two years after its rejection, it would scarcely afford unlimited and 
unconditional aid for so long as Europe languishes. There would have to be 
strings attached and limits fixed, for otherwise the moral principle would 
simply sap moral fibre : the recipients as of right would quickly become merely 
dependent pensioners. As for the second argument, if moral precepts are 
ruled out, will hard-headed American business men—now better advised 
economically than they ever were in the thirties or after the 1914-18 war— 
really be convinced that only by showing a bottomless purse to Europe can 
they escape economic disaster? If they have learnt that the way out from 
depression and under-production is to finance those who will spend, why should 
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they not stimulate spending at home? That may be a short-sighted view, 
but it could be very appealing. At the very least, considerations such as 
these will surely make the banker—who, be it remembered, thinks he has been 
very neighbourly and open-handed already—insist upon guarantees that the 
second round of demands upon him will positively be the last. 

It is this final consideration which really lays bare the poverty of the 
British Government’s attitude. Nobody doubts that Britain is now living 
beyond her means. But even if the Government’s hopes of aid were certain 
to be realized, there would be no case at all for permitting this pace of living 
to continue unless it were evident that within a defined and fairly short period 
the present level would be sustainable without further aid. After recent 
experience, can the Government, or anyone, say with assurance that this will 
be true within two years, or three, or four? And how much less assured will 
the position be if the hoped-for aid is strictly conditioned, and limited as to 
amount and time ? And what if it does not come at all? What kind of an 
umbrella will Britain need then ? 

That, presumably, is what Mr. Morrison meant when he said that the 
twelfth hour will strike thisautumn. That is about the last possible moment 
at which the real cuts must be made to prepare for the moment when the 
existing dollars run out. The Government hopes that by then it will be able 
to see the shape of what may be forthcoming from America. But the twelfth 
hour will strike in any case—even if America plays the part which Britain 
glibly assigns to her. 

America will expect Britain in turn to play her part: there must be real 
assurance that she can win through, and recent experience affords no such 
assurance. The plain truth is that Britain is trying to get a quart from a pint 
pot, and no one yet can say when the pot will be equal to the task. The only 
prudent and sensible course is to narrow the disparity by an all-round reduction 
in the demands, except those of the highest priority. Obviously, the whole 
strain of retrenchment cannot be thrown direct upon the import programme. 
To redress the external balance by that means alone would involve an overall 
cut by £450 millions or so, which would plough deeply into the basic food 
supply and menace British productivity, and would have multiple repercussions 
upon the buying power of other countries. That is the one valid element in 
the Government’s attitude—the fear of precipitating a downward spiral of 
world trade in general. It is true, too, as Mr. Morrison claimed, that hopes of 
bigger output in general and bigger export production in particular could not 
provide an immediate solution. But a tough, though riot irresponsibly drastic, 
import policy in combination with a bigger export effort and general economies 
at home could narrow the gap very substantially. The Government, in its 
tenderness for the consumer, assumes that exports cannot be expanded without 
increased production. But the right way, in this emergency, is to squeeze the 
consumer first and produce more afterwards—-to cut imports realistically, on a 
scale of priorities attuned to the needs of a situation of imminent exhaustion 
of external resources—and to step up the export quotas of almost all consumer 
goods for which there is still a ready market abroad. 

It will be said that increased austerity will have “ disincentive ’’ effects 
upon output. But what benefit has the policy of relying upon (or should we 
say, waiting for ?) incentives produced so far? Can it really be said that the 
people have greater willingness to work, and work hard, than they had six 
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months ago? Does their sense of urgency match the need ? A tougher policy 
is no certain panacea, but there is at least a good chance that it would provide 
the very dose of realism which is wanting. But realistic pruning should not 
be confined simply to the field of consumption. Though the Government 
shrinks from admitting it, the capital targets are becoming increasingly 
theoretical. All coal-getting electricity-generating and many industrial re- 
equipme nt objectives are obv ‘iously still of the highest priority. But it needs 
to be remembered that, if the dollar supply were cut off, many long-run indus- 
trial projects would have to be stopped almost regardle ss of eventual merit, 
and building of schools, training colleges and housing would, willy-nilly, be 
drastically reduced. A moderate and selective revision of these programmes 
would save dollars now and might save disappointments later on. 

One last point needs to be made. In the choice of instruments for enforcing 
economy, preference should be given to those which have maximum psycho- 
logical effect. In this context, fiscal and financial policy certainly have i a 
larger part to play than seemed likely six months ago. As a means of moving 
productive resources rapidly from low priority to high priority uses it may s still 
be true that these are relatively blunt instruments, so that there remains great 
scope for specific planning ; but in a psychological sense they can be very 
salutary. In present conditions of full employment, one does not need to be 

" baleful Bourbon ’”’ to agree with the latest dictum of the B.I.S. review 
that “‘ budget deficits are dangerous not only as a cause of inflation but also 
because they take toll of current domestic savings and of the proceeds of foreigr 
credits, thus eating into the resources available for productive investment ’ 
though in Britain’s case the problem is not so much one of budgetary outlays 
as of excessive expenditure in general. Nor is there any justification for the 
Government view that retrenchment now would simply repeat the mistakes 
of 1931. The external situation, it is true, presents a superficial parallel with 
conditions then, and there is some risk that a similar sauve gui peut nationalism 
may paralyse world trade. But the domestic situation presents a fundamental 
contrast with 1931. Then a policy of retrenchment was wrong, and a policy 
of expansion would have been right, because there was huge slack in the 
economic system and a failure of home as well as overseas demand. Now 
there is no slack—virtually all the demobilized men and women have now 
been reabsorbed, and official unemployment is back to the level at which it 
stood before the fuel crisis. Instead of a failure of demand, there is a huge 
excess ; and, paradoxically, such unemployment as exists results partly from 
the bottlenecks which this excess creates. The devices which, in 1931, per- 
petuated and even increased unemployment might now reduce not only the 
official unemployment below its modest level but also the concealed unemploy- 
ment—the short-time working—which is the greater source of waste. 

By a wide combination of measures in all these various directions—by 
import cuts, bigger export quotas, conscientious pruning at all the fringes of 
domestic expenditure, a more determined production drive, and a dose of 
realism in fiscal and financial policy—Britain unaided could do much to ensure 
the long-run equilibrium of her economy. If, but only if, she organizes thus 
will she deserve further American aid, and only on such a basis can she make 
prudent dispositions for the much greater austerity which will have to be faced 
if such aid is not forthcoming. 
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Marshall Plan or — ? 


EARLY two months have passed since Mr. Marshall’s historic speech 
Nz Harvard, and at this distance its contents and intentions begin to fall 

into clearer focus. It is probably fair to say that at the outset few people 
can have been more surprised than Mr. Marshall himself at the “ two-handed ”’ 
grip with which his alleged offer was grasped by Mr. Bevin. But it would also 
be fair to say that no one can have been more pleased than he and his State 
Department officials with the impetus which the speech gave to the effort of 
self-help which is now under way in Europe. The Marshall speech, in so far 
as may be judged by the initial reaction to it in the United States, and the 
surprise evoked there at the manner in which the speech was received in 
Europe, was essentially a warning to Europe that the era of piecemeal, unco- 
ordinated assistance by the United States to individual countries was over 
[t was open recognition by the United States that this form of assistance had 
proved unconstructive and had left Europe almost as disorganized, disinte- 
erated and in as great a disequilibrium of international payments as it was 
after the end of hostilities. 

The speech was, in fact, an invitation to Europe to exercise the virtues of 
self-help and a warning that no American assistance would be forthcoming 
until that spirit of self-help had been given greater expression. There was, it is 
true, a positive element in the speech, but this was not very specific—there was 
a promise that the United States would consider the question of further 
assistance if it became convinced that the nations of Europe were in fact 
helping themselves and could provide the outlines of such a scheme of economic 
integration as would convince the people of the United States that in helping 
Europe they would be helping a going concern. That is a much more realistic 
view to take of the Marshall “ offer ’’ than to regard it, as has too readily been 
done on this side of the Atlantic, as a promise of unconditional and unlimited 
assistance. 

The rapidity with which the consequential discussions in Paris have got 
under way is a reassuring indication that the emphasis in Europe may be 
placed on the need for self-help, even though some of the participating countries, 
and not least the United Kingdom—as an earlier article demonstrates—are 
still gambling in their import programmes on the prospect of extracting further 
substantial assistance from the United States in the not too distant future. 
The line-up of European countries in the Marshall plan discussions is deplorable 
but probably unavoidable. If it were really inevitable that Russia and her 
satellites should stand outside, there is at least a meagre satisfaction to be 
gained from the fact that the break came at the outset, and thus cleared the 
road of those procedural and idealogical discussions which otherwise would 
certainly have been strewn along it in profusion. The iron curtain has 
clattered down, and the nations of the West are left in no doubt that they 
dare not delay further their desperately urgent rehabilitation schemes in the 
hope that further efforts would soon persuade those of the East to join with 
them. 

The agenda for the Paris discussions falls into three parts. The first task 
is to draw up the inventory of needs—not the immense “ shopping list ” which 
every country concerned could draw up if faced with a Santa Claus offer— 
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but a list of urgent priorities of foodstuffs, raw materials and industrial equip- 
ment which Europe must have if the pace of economic recovery is to be speeded 
up beyond the dismal record of the past two years. The second is to compile 
an inventory of offers by the participating countries, indicating also the extent 
to which the surpluses available within the individual sixteen countries and 
their dependencies can be moved around the group on credit terms, i.e. without 
exact bilateral balancing of the current accounts. Only when it is known how 
much of the gap can be filled from within the group will the amount needed 
from outside, and especially from the United States, be determinable—by simple 
subtraction. That balance of residual needs will be considerable, but it should 
be kept down to the minimum figure. Thirdly, and most difficult of all, is the 
task of devising a plan for the closer integration of the economy of the partici- 
pating countries. This will be both the most difficult and the most essential 
part of the discussions, for it is on the strength of these results of the Paris 
talks and not upon the size or content of the inventories, that the scheme 
which emerges will have to be “ sold’ to the American public. 

The sights, in drawing up such a plan of co-operative effort, must be raised 
high, because nothing less than a revolutionary advance in ideas on European 
economic integration will suffice to meet the problem—not merely the imme- 
diate problem of “ selling ’”’ the idea to the United States, but the real and long- 
term problem of achieving the optimum results in the realm of European 
productivity. It will be useless to talk in terms of a customs union except as 
a very long-range objective. Tariffs are not the barrier to reconstruction 
to-day. The enemies are shortages—arising partly from devastation and 
physical exhaustion and the hard currency deficit. But although it is true 
that discussion of a customs union would at present divert attention from the 
real problems at issue, it should be realized that before any plan can be “ sold” 
to the U.S. administration and the American public, they will need some 
assurance that Europe is genuinely joining with the United States in striving 
to construct a system in which the expansion of free and multilateral trade 
can take place. The Americans will certainly argue that the solution of 
Europe’s and especially Britain’s basic problem unquestionably depends on 
the emergence of such a system. Most of the sixteen nations taking part in 
the Paris discussions are “ nuclear ’’’ nations—these number eighteen—repre- 
sented at the Geneva talks on tariffs and the I.T.O. One of the first decisions 
in Paris should have been to send to the respective delegates in Geneva an 
exhortation to greater and more effective effort in combating the problems 
that have been under discussion there for almost three months. 

Among the more specific issues that will have to be resolved by the integra- 
tion plan, the highest priority must be given to the problem of the Ruhr. On 
this issue France and Britain will face an immediate test of the sincerity with 
which they regard their responsibility for the success of the Paris talks. The 
Ruhr problem is basic to the whole discussion. Without a healthy industrial 
basin in the Rhineland, the economies of the Low countries must be per- 
manently undermined. The productive deficit of Europe to-day is about 
equal to the loss of the Ruhr production. In the plan for integration one would 
look for such positive decisions as a stepping-up of the British coal production 
figure (not merely as a pious exhortation but accompanied by convincing 
measures designed to attain that objective); for an assurance of greater 
precision and speed in the plans for absorbing displaced persons now cluttering 
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up Germany and at the same time for releasing German prisoners of war ; and 
for greater readiness by the one genuinely “ surplus” country represented in 
Paris—namely, Switzerland—to put a little more of her abundance into the 
common pool. One would look, too, for certain negative decisions to discontinue 
schemes that should find no place in a sensibly integrated European economy 
—for example, the project to establish a steel industry in Norway, where it 
could survive only behind high protective barriers and as part of a strategic 
and not economic plan. If the resultant European “ report” is to be worth 
while, and to stand a chance of securing the desired response from America, 
these are the lines on which it must be constructed. 

At this point, however, it is desirable to turn one’s glance back to Washing- 
ton and New York where, if the Marshall offer is to be translated into reality, 
the real plan will in effect be built. It took a considerable time for the Marshall 
offer to sink into the consciousness of the American public and it did so, not 
through propaganda or elaboration of the Marshall speech in the United States, 
but through reported reactions to it in foreign countries. The response in the 
United States, in so far as it has been vocal at all, has been at best non- 
committal, at worst definitely hostile. That was surely to be expected. To 
American eyes the United States seems, since the end of hostilities, to have 
been providing assistance to the rest of the world on a substantial scale, and 
little return for that investment can be seen. Does this new offer mean that 
more money will go down the “rat holes”’ of Europe? Even if there were 
no convinced isolationists in the United States, that would be the natural 
reaction there, and that attitude has been made even more inevitable by the 
tendency in Europe to read more into the speech than it contained, to seize it 
“with both hands’’, to build it up into a Marshall ‘‘ Plan ”’, to talk, as Mr. 
Morrison did, of a revival of lend-lease. But apart from this perfectly natural 
resistance and suspicion, a more rational opposition has begun to make itself 
heard. 

The first shot in this counter-attack was fired by Mr. Herbert Hoover in a 
letter to Senator Bridges, chairman of the Senate Finance Committee, the 
main hurdle which the dollar appropriations required for a Marshall plan will 
have to surmount. Mr. Hoover takes as his basic assumption the need to 
maintain a free economy in the United States, devoid of controls on prices 
and consumption. If that be the categorical imperative, then it follows that 
the United States can safely export, through gifts and loans, only its surplus 
production. ‘‘ If we ship more than our surplus we are taking it from the 
standard of living of the American people. Further, the immediate result of 
exporting more than a surplus in our free economy is to raise prices. From 
that we get a dangerous spiral of increased costs of living and wages’’. After 
showing how much the United States has been shipping abroad against loans 
and gifts and how much of this consists of goods that are in scarce supply and 
how great has been the consequent stimulus to the rise in dollar prices, Mr. 
Hoover concludes that it has been over-exporting its resources and that this 
state of affairs cannot continue “ without further evil consequences to our 
stability ”’. 

The theme is taken up with greater statistical elaboration and in somewhat 
more positive and constructive manner in the Monthly Letter of the National 
City Bank for July. This contribution to the Marshall offer debate is of special 
significance since it evidently has behind it the inspiration of Mr. Randolph 
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Burgess, who has just returned to the United States from a tour of Europe and 
whose voice is to-day as representative of that of Wall Street and as influential 
in the financial and political counsels of the nation as that of almost any other 
American. As with the Hoover letter, the basic argument of the National City 
Bank is that “‘ the task of America is to stay strong ’ 
in American eyes that means simply that any assistance that the United 
States may make available must be kept within the margin of the production 
su plus that could be allowed to leave the country without setting in train 
further inflationary stresses. Europe may be convinced that America can 
stay strong only in an international setting of free and relatively prosperous 
nations. We may feel from this side of the Atlantic that the priority in U.S. 
economic policy should be devoted to the economic and financial assistance 
designed to attain these external objectives and not to the traditional—if not 
outworn—criteria of internal financial “‘ strength’’, namely, budget equilibrium, 
repayment of public debt, stability of domestic prices. But the position looks 
vastly different to Americans, who appreciate only too clearly the argument 
that over-exporting, over-giving and over-lending reveal themselves in high and 
rising prices, in the retention of war-time levels of taxation and in a resultant 
pinch on American family budgets. 

For these reasons, the prospect of obtaining American assistance should be 
viewed with considerable caution. A great deal will be heard of the argument 
that was so audible in the United States in the months preceding the enactment 
of the Lend Lease Act, that the prospective recipients had not scraped the 
bottom of the dollar barrel. The National City Bank, in its comments on this 
aspect of the situation, draws up the accompanying table showing the potential 
supply of additional dollars under existing loan and relief programmes. 


POTENTIAL DOLLAR SUPPLY FROM ExXisTING Facitities: A U.s. Estimart 
(In millions of dollars) 


Available 


or Funds drawn 
potentially by Unutilized 
available June, 1947 
W.S. Government Lending : 
Export-Import Bank loans .. i ‘ 3,500 1,770 1,730 
Lend-Lease “ pipeline "’ credits ne a 1,500 1,250 (a) 
Surplus property credits <a a re 1,150 goo 250 
Ship sales credits as aie aca a 210 1ro 100 
Loan to United Kingdom a ir 3,750 2,050 1,700 
Monetary stabilization credits an as 287 re) 278 
International Institutional Lending : 
International Bank a ion 3,266 100 3,166 
International Fund .. re an ie 3,500 58 3.442 
U.S. Government Relief and Special Aid: 
UNRRA “s és ac es as 2,700 2,700 - 
Post-UNRRA relief . “A ic a 350 . 350 
Relief in occupied areas se os a 1,645 1,000 645 
Greek-Turkish aid. = a $i 400 — 400 
Philippine aid programme .. , a 695 170 525 
International Refugee Organiz: tion me 74 — 74 





Grand Total .. in 23,027 10,117 12,660 





(a) Shipment held up and balance not likely to be utilized 


This table speaks—or seems to speak—for itself. But the “ available” 
reserves can be made to look even larger. Gold holdings outside the U.S 
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stock and apart from the two Bretton Woods institutions are estimated at 
about $15 billions, while dollar holdings by foreigners amounted to more than 
$5 billions at the end of May. This makes a total of gold and dollars of between 
$20 billions and $21 billions, which, added to the unutilized portion of facilities 
already appropriated, produces a sum total which the National City Bank says 
“ will tax our export capacity for some time to come”’. Unfortunately, these 
staggering figures are not wholly relevant to the immediate problem of dollar 
exhaustion in Europe and in certain other crucial countries. A substantial 
part of gold and dollar resources is held in statutory monetary reserves, or 
represents private holdings or is otherwise immobilized. Furthermore, distri- 
bution of these holdings is extremely uneven and no general deductions can 
be made from their impressive overall size. These figures, however, do indicate 
one way in which America’s demand for self-help on the part of the deficit 
nations is justified. They show that there is in existence a substantial volume 
of dollar purchasing power which could be mobilized without any assistance 
from the United States, and America obviously feels that it should be mobilized 
before that assistance is sought. 

There are other aspects of this effort of self-help which informed opinion 
in the United States is likely to stress in the weeks to come. Not least of these 
is the extent to which Europe’s shortage of dollars may reflect the prevailing 
disequilibrium in price and cost structures. The Bank for International 
Settlements, in its recently published report, stressed the inter-dependence of 
economic phenomena such as domestic budgetary and credit policy and the 
balance of payments situation. These pheuu nena are all too often viewed 
and studied in watertight compartments. No one will suggest that if there 
were less inflation in Europe, if rates of exchange bore a truer relationship to 
the relative purchasing power of currencies they represent, the dollar crisis 
would be solved—or even on the way to solution. That crisis finds its roots 
in much more fundamental factors. But at least it can be argued that the 
inflations which rage in so many countries are a considerable contributory 
factor to prevailing balance of payments difficulties. There can be no doubt 
hat at prevailing rates of exchange American and British goods look cheap 
in many European countries and that the high level of prices in those countries 
is both hampering the development of their export trade and the incomes 
they could derive from the attraction of foreign tourists. Without giving this 
factor the highest priority, it can be argued that no genuine balance of inter- 
national trade can be assured until some of these disparities in international 
price levels are corrected. If American aid merely plugs the holes created by 
these artificialities and prevents the corrective mechanism from coming into 
operation, it will in this respect have proved definitely harmful. It is to be 
hoped, therefore, that the discussions in Paris, while stressing the physical 
aspects of the problem of European rehabilitation, will not altogether ignore 
the impact of purely monetary phenomena and the obstacles to recovery 
which they have undoubtedly created. 

Enough is already known of the American attitude to demonstrate the 
wisdom of not placing excessive reliance on getting further assistance from 
the United States. It is true that a considerable educational campaign is 
under way in the United States. The most powerful shot fired in it so far was 
the reference to American foreign aid in President Truman’s mid-year economic 
teport to Congress. This report painted a picture of almost unbelievable pros- 
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perity and activity, showing the Americans to be living in “ a richer and more 
productive economy and enjoying its benefits more equitably’ than ever 
before in peace time. But the report listed as contributing to the high level of 
production the excess of exports over imports. The President’s report was 
careful to stress that the foreign aid programme should not be viewed as a device 
for supporting maximum production and employment at home, and indeed 
admitted that the abnormal level of exports was creating a temporary strain 
in the national economy. But the report made clear the fact that the foreign 
aid programme in the United States was at the core of the nation’s foreign 
policy and that its success was essential to the lasting stability of the American 
economy. In spite of the logic and strength of this argument the Paris scheme 
ought not to be based wholly on the assumption that such aid will be forth- 
coming. If the impact of politics or some other factor wills it that no more 
dollars are made available, the structure now being erected in the Paris dis- 
cussions must not collapse into dust and rubble. In all the Paris decisions there 
should be a hedging element which would allow something constructive, in 
terms of the integration of Europe, to emerge from the discussions, whether or 
not the plan goes forward with assistance from the United States. No one will 
pretend that without that assistance the situation will not be alarming or even 
catastrophic. But the reality, however unpleasant, would have to be faced, and 
would be made less unpleasant if the contingency were plainly recognized now 
and some provision made against it. 

Some hint of what the dollar exhaustion may mean unless preparations 
are made to lessen its impact on the volume of world trade has already been 
apparent in the drastic cuts of imports made by countries such as Sweden, 
Argentina and others, which can hardly be classified among the impoverished 
This is what Mr. Dalton meant when he spoke of the growing “ multilateral 
paralysis ’’ of world trade. It is a paralysis which, under a completely non- 
discriminatory system, would soon affect the trade of every country whether 
or not its currency was in short supply in the world. Britain is already begin- 
ning to feel the impact of the principle of non-discrimination. Its effect may 
increase now that current sterling is a convertible currency and is, therefore, 
for all practical purposes as hard and as scarce as the U.S. dollar. This 
emphasizes one other issue which has to be faced in the near future, namely, 
the tempering of the rigid form of this principle to the exceptional circumstances 
of the two or three years that lie ahead. That issue is being debated in some 
detail in Geneva, where the relevant chapters of the 1.T.O. Charter are now 
under discussion. Given the practical illustrations which are now ready to 
hand, it should not need much dialectical skill to convince the Americans of 
the need for a somewhat more realistic and elastic approach to commercial 
policy. It would be difficult to conceive any scheme for the closer integration 
of Europe that would not include some element of discrimination in its early 
formative period. To carry that discrimination all the way to a customs 
union would make it safe from any objection on the part of the United States. 
But anything less than a customs union would fall under the ban of the non- 
discriminatory clauses of the I.T.O. Charter. That basic contradiction will 
have to be removed—and if the plan for European economic integration had, 
after all, to be carried forward without appreciable assistance from the United 
States, the need for some element of discrimination would be unquestionable. 
The inexorable logic of that argument will surely not escape the United States. 
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Britain's New Exchange Structure 
By C. G. Tether 


RITAIN’S drive to implement the sterling convertibility clauses of the 

Washington Loan Agreement reached its peak in the first half of July. 

A flood of White Papers from the Stationery Office announced the con- 
clusion of new financial or payments agreements with most of the principal 
trading nations of the world which had not been brought within the scope of 
sterling convertibility earlier in the year, and a few days before the deadline 
date the British authorities were able to inform the United States that, so far 
as it was practicable to do so, they had fulfilled their obligation to make 
currently accruing sterling available for current payments in any part of the 
world. Owing to the special complications in a number of cases and the 
absence in others of a responsible administration with which the question 
could be taken up, it was not possible to adhere to the letter of the Washington 
Agreement in all instances, and, to provide for such cases, the U.S. Government 
has formally extended the time-limit by two months. 

In considering the effects of the new arrangements upon the British overseas 
payments structure it is important to realize that what has been taking place 
during the past few months is something more than adaptation of the existing 
exchange machinery to meet the requirements of the Washington Loan Agree- 
ment. Certain distinct weaknesses in the foreign exchange system had mani- 
fested themselves during the early post-war period, and the overhaul of the 
overseas monetary and payments agreements to make sterling accruing from 
current transactions available for current payments anywhere provided a 
convenient opportunity to carry out the necessary reforms. Indeed, the 
probability that the provision of sterling convertibility in respect of current 
transactions would accentuate the renewed strain upon the country’s dollar 
reserves made it imperative that all possible steps should be taken to prevent 
unnecessary stresses—in particular to check the use of war-time accumulations 
of sterling for the purposes of financing imports from the sterling area and the 
financing by continental countries of substantial adverse trade balances with 
Great Britain in effect by running up large overdrafts in London against 
balances in inconvertible currency abroad. 


MONETARY AND PAYMENTS AGREEMENTS OF 1944-46 

The principle underlying the exchange agreements concluded by Britain 
during and shortly after the war was that sterling was not automatically 
convertible into other currencies. In respect of payments to the dollar area, 
it is true, the war-time practice of granting convertibility to sterling surpluses 
accruing from current transactions was continued. But the monetary and 
sterling payments agreements concluded with the other principal trading 
nations in the period from 1944-46, though they facilitated the restoration of 
trade by extending progressively the area within which sterling was free to 
circulate, made no provision for normal or regular conversion into dollars, or 
for transferability to ‘‘third’’ countries. Rather were they “ inconvertible”’ 
currency agreements—in the sense that each country reciprocally under- 
took to hold the other’s currency—although in a number of cases, including 
most of the Western European states, the creditor nations insisted upon the 
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fixing of a limit to the amount of “ inconvertible "’ currency they would hold. 
This usually took the form of an undertaking by the British authorities (with 
a reciprocal undertaking by the other party) to pay in gold for supplies of the 
currency of the other party required to meet the demands of the sterling area 
beyond a stipulated figure. In other cases, however, no limit was fixed to the 
reciprocal undertaking to accumulate the other’s currency. In addition to 
negotiating these reciprocal ‘‘ monetary ’’ agreements, Britain sought to place 
herself in a position to avoid accumulations of inconvertible “ soft ’’ currencies 
by continuing or inaugurating sterling “‘ payments ’’ agreements with each ofa 
number of countries, the main feature of which was that the pound was made 
the basis of all transactions between that country and the sterling area, and 
payments to that area could be made only by debit against an existing sterling 
balance in London. 

The main purposes of these various pacts were to enable this country to 
exercise a reasonably effective control over the joa of the sterling 
proceeds of its imports from non-dollar countries and at the same time to 
obtain what amounted to credit facilities. And, in fact, substantial loans were 
obtained in this way from countries such as Sweden, Switzerland and Brazil 
in the first two years after VE Day. But the agreements did not always work 
in this way. They were often reciprocal in fact as well as in theory. Some con- 
tinental states—Denmark is the classic example—were able to finance a very 
large adverse balance of trade with Britain under the no-limit agreement 
concluded at the end of hostilities. 

IMPLICATIONS OF CONVERTIBILITY 

[t is easy to see that considerable changes were necessary in this system 
to make it conform to the terms of the Washington Loan Agreement. In 
regard to the dollar area there was, of course, no problem. The Washington 
pact bound Britain not to impose restrictions upon payments and transfers in 
respect of products of the United States authorized to be imported into the 
United Kingdom, or upon the use of sterling balances to the credit of U.S. 
residents arising out of current transactions from the date of ratification of the 
agreement (July 15, 1946). But as Britain had not, in fact, maintained any 
such restrictions previously, all that was necessary under this head was a 
maintenance of the s/atus quo. So far as the sterling area was concerned, it 
could be argued—and has, in fact, been argued to the apparent satisfaction of 
the United States, since it has made no complaint on the point—that sterling 
area countries had always been free to determine the extent to which they 
would draw dollars from the sterling area dollar pool against the sterling funds 
accruing from their current trade. Thus the obligation imposed by Article 7 
of the Washington Agreement to make, within a year of the date of ratification, 
ste 0 receipts accruing from current transactions of all sterling area countries 
freely available for current transactions in any currency area without dis- 

rimination did not necessitate any formal changes or agreements. 

But the obligation imposed by Article 8 of the Agreement, not to impose 

vithin a year of the date of ratification restrictions on payments and transfers 
for current transactions in relation to other countries, clearly necessitated a 
recasting of the exchange arrangements with all the European, many South 
American, and some other states. 

The general provision of convertibility facilities in a world saturated with 
surplus sterling arising from war-time financing was clearly out of the question. 
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The Washington Pact expressly ruled, indeed, that restrictions could be main- 
tained, first, to control the use of sterling balances which had accrued prior to 
the implementation of the sterling convertibility clauses of the Agreement 
and, secondly, to prevent capital movement. All that the Pact insisted was 
that sterling currently accruing should be freely available for current 
payments anywhere. It was obvious that, if the plan was to work effectively 
at all, fairly elaborate restrictions upon the use of old sterling balances would 
have to be maintained, together with machinery to ensure that the con- 
vertibility facilities were used only in respect of sterling actually required for 
current payments elsewhere. A method of retaining these controls within the 
framework of a system which was, from the administrative point of view, 
comparatively easy to operate, was found in the device of Transferable 
Accounts. It is in the main by securing the adherence of the principal trading 
nations to the system of Transferable Accounts that the sterling convertibility 
obligation has been implemented. 


THE TRANSFERABLE ACCOUNTS SYSTEM 

The first formal step in the creation of this system was taken with the 
signing of the payments agreement with Argentina in the autumn of 1946. 
From that date Argentina was accorded the right to convertibility of all new 
“current ’’ sterling when required for current payments elsewhere. Sterling 
accruing from current transactions was placed to the credit of Argentine 
Accounts and the free availability of the balances could be exercised by 
transfer to American Accounts or, at the option of the Bank of England, by 
conversion into gold. At the beginning of this year a similar arrangement 
was made with Canada ; sterling currently accruing was made transferable to 
Argentine or American Accounts. At the end of February, when the new 
system had been more or less fully worked out, it was extended to a number of 
currency areas. 

The system itself is, as can be seen, simple in the extreme. Sterling 
currently accruing is placed to the credit of a Transferable Account from 
which it can be switched, when required for making current payments, to 
sterling area accounts, or to another Transferable Account, irrespective of the 
country of residence of the account holder, subject only to report to the Bank of 
England. Transfers from Transferable Accounts to American Accounts may 
also be made freely, subject to similar report. In order to ensure that the 
facilities shall be used only for current transactions, the system is applied only 
to accounts which the monetary authority or the exchange control of the 
country concerned is prepared and able to supervise. The burden of dis- 
tinguishing between current and other transactions does not therefore lie with 
the British authorities. 

Adherence to the system of Transferable Accounts has normally taken 
the form of supplements to existing agreements. The supplementary pacts 
confer transferability upon any sterling newly accumulated under the 
mechanism of the original agreements and, like the majority of those agree- 
ments, are terminable on three months’ notice on either side. Otherwise they 
remain in force for the term of the original agreements, which varied, generally 
speaking, from two to five years. Many of the original agreements have at 
the same time been re-negotiated or, where there was no clear agreement, as 
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in the case of Egypt (since it was within the sterling area), an agreement 
conforming to the standard patterns has been introduced. 

The main purpose in re-negotiating, as distinct from supplementing, 
earlier agreements was to limit the “ inconvertibility ’’ clauses in certain 
ot the earlier arrangements. The new agreements with Sweden and Norway 
set a limit (as, presumably, that with Denmark will do when the negotiations 
with that country have been completed) to the amount of the other’s currency 
which either signatory can be called upon to accumulate as a result of its 
provision of its own currency to meet the requirements of residents of the other 
country. From the viewpoint of the creditor European states, the fixing of 
a limit may appear a little superfluous inasmuch as these countries have gained 
the right to use surplus “current” sterling receipts for current payments 
in other countries under the Transferable Accounts facilities. In such cases, 
the only effect seems to be that if, despite these facilities, sterling nevertheless 
accumulates, the creditor can beyond the limit ask for payment of his exports, 
etc., in gold, whether or not the proceeds are forthwith to be used for new 
current expenditure. From the British viewpoint, however, the point is 
important because not all countries covered by these systems are creditors of 
the sterling area, and because the convertibility insisted upon by the Washing- 
ton Agreement does not have to be reciprocal. By insisting that sterling 
needed by continental states in excess of a stipulated limit—usually the 
currency equivalent of £5 millions—is provided only against gold, and by 
including in the new agreements a condition that the countries adhering to the 
Transferable Accounts system shall accept sterling when offered from any 
source in settlement of current transactions, the British authorities are both 
ensuring that there shall be a certain measure of reciprocity about the new 
convertibility facilities and that Britain will no longer run the risk of financing 
involuntarily the heavy adverse balances of trade of such countries with 
Britain—balances which accounted for part of what the Chancellor so aptly 
calls Britain’s “ unrequited” exports. Hence the broad result of the new 
system should be to ensure that it is in the long run the net balance of each 
country and not the total debit balance on Britain’s overseas payments accounts 
which becomes liable to be converted. 

An important subsidiary process in establishing what should and should 
not rank as convertible sterling has been the segregation of old sterling 
balances. In general, the procedure adopted is to permit such amounts as the 
British authorities agree to release from old sterling balances to be placed to 
the credit of Transferable Accounts. Other balances are in effect being blocked. 
In some cases such balances are being placed in “ No. 2’ Accounts at the Bank 
of England which cannot normally be drawn upon for any payments whatso- 
ever, whether within or without the sterling area. In other cases the freezing 
of old ste rling is being secured through agreement by the countries concerned 
to maintain minimum balances of certain amounts on their London accounts. 
t will be realized that, although these agreements on sterling balances have 
been largely concerned with technical arrangements to ensure that un- 
authorized use of the balances should not take place after the convertibility 
deadline, in fact the act of segregation thereby accomplished marks an 
important step forward in the handling of the sterling debts problem as a whole. 
Effectively, the bulk of these debts is now wholly removed from the field of 
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current payments. The problem of their ultimate liquidation should be 
materially eased thereby. 


THE RESULTANT STRUCTURE 


The result of the series of arrangements concluded by Britain during the 
past twelve months is to divide the world, so far as British overseas payments 
are concerned, into three main currency areas— 

(1) American Account countries. This group includes the United States, 
all the Latin American Countries (excluding Brazil, Uruguay, Paraguay 
and Argentina, which look less to the United States and more to Europe 
and Africa for their principal trade), the Philippines and U.S. Dependencies. 

(2) Sterling avea countries. These include all the British Common- 
wealth (with the exception of Canada and Newfoundland), Iraq, Iceland 
and the Faroes. 

(3) Other countries. This group can be further subdivided into (a) 
countries adhering to the transferable accounts system, (6) countries with 
which it is impossible to make precise arrangements owing to the nature 
of the trade with the sterling area and with which convertibility will be 
operated administratively, (c) countries with which, owing to political or 
other difficulties, no arrangements at all can be made at the present time. 

The position in the jirst group, the American Account countries, is simplified 
by the fact that there are no accrued sterling balances of any importance 
because most payments to these countries have all along been made either in 
dollars or in convertible sterling (under the “ Registered ’’ Account System 
which in 1945 gave place to the wider ‘‘ American ’’ Accounts). It should be 
noted that, as the system is operated at present, such countries are able to 
obtain transferability into dollars of all sterling currently accruing and not 
only if such sterling is required for current pay ments—and this applies whether 
they obtain the sterling as a result of direct transactions with the sterling area 
or through trade with “ third ’’ countries. 

In the second group, the sterling area countries, the arrangements required 
by the July 15 obligation are not expected to show any material change, 
except in so far as steps are being taken to segregate and restrict the use of 
old sterling balances to such amounts as may be agreed with the British 
authorities. In most sterling area countries, the sterling balances are to a 
large extent in official hands so that segregation should not present any acute 
practical problems. Where they are privately held, the distinction may be 
drawn administratively by the monetary authority of the country concerned, 
which will judge each case on its merits. The prevention of the use of old 
sterling balances for financing current trade can also be operated by the 
overseas monetary authority, either by import-export licensing or by some 
modified form of exchange regulation. 

The use of sterling and other currencies accruing to sterling countries from 

current transactions will continue to be governed by “the same informal arrange- 
ments which have obtained between Britain and the independent governments 
for the past few years. In the case of South Africa, the right of the Union to 
determine its own needs for foreign currencies was embodied in the gold 
purchase agreement which was signed in 1946 with the British authorities, but 
in the case of the other Dominions no written announcements to the effect that 
sterling surpluses will be convertible into dollars have been made. 
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As for the Colonial sub-group in these monetary categories, it would have 
been pointless for the British authorities to have announced written agreements 
providing for the extension of sterling convertibility facilities to countries in 
the sterling area which are administered directly or indirectly from Whitehall, 
and this has not been done. 

Capital movements between countries in the sterling area may be subject 
to more control than hitherto. As between Britain and the principal Dominions, 
the present regulations will remain in force, but it is not improbable that the 
restrictions which have recently been imposed upon Indian capital movements 
will be retained even if India stays within the sterling area. 

Of the countries in the ¢hird group, all which have a large volume of 
trade with the sterling area have agreed to participate in the system of trans- 
ferable accounts. The position of most of them is governed by one or other of 
the two types of agreement—‘‘ monetary”’ or “ payments ”—already de- 
scribed, as modified by the transferability arrangements. It should be noted 
that sterling area countries coming into possession of the currency of countries 
which subscribe to this system are not necessarily given the right to use such 
exchange for payments outside the sterling area or the monetary area of the 
country concerned. The main guid pro quo for transferability of sterling is the 
undertaking to accept sterling from all sources for current transactions. Multi- 
convertibility does not work in these cases both ways, except in certain 
instances, of which Sweden is an example. 

Belgium, Holland and Portugal (with their respective monetary areas) 
operate monetary agreements with this country of the first type. Similar 
agreements are also in force in respect of Norway, Sweden, and Czechoslovakia. 

The sterling payments agreements negotiated with Argentina, Italy and 
Finland and other countries are different in form from the agreements with the 
countries mentioned above, though in broad effect there is little to distinguish 
them. All sterling payments which residents of the sterling area or other 
currency areas are permitted to make must be made to Italian, Finnish, and 
Argentine Accounts as the case may be. 

Transfers from such accounts to accounts of residents of the areas concerned, 
to sterling area residents or to residents outside the sterling area are not 
restricted by the British authorities except as may be specifically requested 
by the monetary authority of the monetary area. In the case of Italy, trans- 
ferability is restricted at present, at the special request of the Italian authori- 
ties, to the No. 1 Account of the Italian exchange control. 

The arrangements with Egypt, embodied in the Anglo-Egyptian Financial 
Agreement negotiated towards the end of June, are distinguished by the 
decision of Egypt to leave the sterling area, because of her inability at present 
to operate the exacting exchange control mechanism which membership now 
requires. Hence the agreement contains elaborate provisions for the segrega- 
tion of old sterling balances from new balances and for releases of certain 
amounts, but the arrangements for future transactions—the agreement runs 
only to the end of this year—are broadly similar to those operating for the 
main transferable account countries. 

There is a large number of comparatively unimportant countries (Afghanis- 
tan, Saudi Arabia, etc.) to which ‘“ administrative”’ convertibility will be 
applied. In view of the limited nature and irregularity of their trade with the 
sterling area, and for other reasons, special payments agreements to meet the 
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post-July 15 situation were not considered necessary or practicable in such 
cases. Convertibility will not in these cases necessarily be withheld, nor will 
it be automatically granted. Each case will have to be decided on its merits. 

There remain a handful of countries with which, although special payments 
arrangements will ultimately be made, no agreement providing for the appli- 
cation of sterling convertibility was possible at the present time. In this 
group come China, Greece, Yugoslavia, Bulgaria, Paraguay and Rumania. 
The conclusion of arrangements with China, Paraguay and Greece is made 
impossible by the absence of governmental authority covering the whole 
country. Political difficulties have also held up the negotiation of arrange- 
ments with countries east of the Iron Curtain. 

Finally, it should be noted that the arrangements made to segregate the 
accumulated ste tling balances of countries in the third group vary widely in 
character, but in all cases segregation is being effective ly secured. The Egyptian 
balances have been largely blocked in No. 2 Accounts at the Bank of England. 
Freezing has not been applied to some countries, on the understanding that 
they will ensure that their old balances will not, in fact, be used for current 
transactions ; the administrative responsibility is thus put upon them, and in 
London no distinction will generally be drawn between sources of sterling, 
“old” and “ new’’ being merged in the same accounts. 

This circumstance draws attention to both the strength and the weakness 
of the new system, from an administrative standpoint. The smooth working 
of the sterling convertibility system obviously depends in large measure upon 
the degree of efficiency shown by overseas monetary authorities in supervising 
the transferable account transactions of their residents. The good faith of 
foreign governments has naturally had to be taken for granted. Should, 
however, it be found that the transferability or conv ertibility facilities are 
being used for purposes other than current transactions, sanctions against the 
offending country will have to be imposed. 

For the British monetary authorities, the new arrangements should lead to 
a considerable lightening of the labour involved in operating the exchange 
control. In view of the immense growth in the volume of business in documen- 
tary and acceptance credits, insurance, shipping and other services, the relief 
provided by the system of transferable accounts will be very welcome. 

On the wider plane—though this article was designed to explain mechanical 
rather than ultimate effects—there will be the very great gain, if the system 
works as intended, that the drain on Britain’s productive power through 
uncontrolled expenditure of old balances will be stopped. In future, the 
agreed amounts of such balances which may be released for current purposes 
with the right of free transferability—in effect, a right to tap Britain’s reserves 
of hard currency for such purposes—will be the totality of such releases. 
There will be no further release of balances on condition that they are spent 
only in the sterling area (such an arrangement would, in any case, be ruled out 
by the Washington Agreement). But in many cases, of which Egypt is perhaps 
the most striking example, the overseas country will have a larger sterling 
deficit than the amount of the release, so that the “ convertibility ’’ arrange- 


ments in such cases will involve no additional hard currency strain upon 

Britain and may indeed reduce the strain. They are even more likely to 

reduce the excessive diversion of British exports to the soft currency areas. 
It is principally for these reasons that there is good ground for the hope 
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that the “ July 15 ’ arrangements will add little if anything to the strain upon 


3ritain’s dollar reserves which earlier convertibility facilities had already 


imposed—and, unfortunately, will continue to impose. 


BRITAIN’S EXCHANGE ARRANGEMENTS SUMMARIZED 


tor convenience in reference, the new exchange arrangements explained and discussed in the 
text are summarized below. The arrangements fall under two headings: (1) those for ensuring 
convertibility, or expendability for current transactions, of sterling newly accruing from such 
transactions (2) arrangements for segregation of ‘‘ old” sterling balances and for release of 
igreed portions of them. 


(1) ARRANGEMENTS FOR CONVERTIBILITY 
From the point of view of their exchange relationships with United Kingdom, the countries 
f the world may be divided into three categories as shown below 
American Account Countrie 
The United States, U.S. Dependencies, the Philippines, Bolivia, Chile, Colombia, Costa 
Rica, Cuba, Dominican Republic, Ecuador, Guatemala, Haiti, Honduras, Mexico, Nicaragu, 
Panama, Peru, Salvador, Venezuela. 
Convertibility achieved by right to “ straight’ change into dollars on demand 
of all sterling accruing to such accounts 


Sterling Area Countries 
United Kingdom, British Colonies and Dependencies, including Mandated terr 
r s 











, 
Australia, New Zealand, South Africa, Malaya, India, Eire, lraq, [Iceland and Faroes 
Convertibility achi i by agreements, not published and probably informal, between 
the British Government and the vernments of the separate territories 
Other Countries 

a) Transferable Accounts group : Argentinat, Belgian Monetary area*, Brazilf, Canada and 
-wioundland, Czechoslovakia*, Dutch Monetary area*, Egyptt, Ethiopiat, Finlandf, [raaj, 
San Marino and Vatican City+, Norway*, Portuguese Monetary area*, Spanish Monetary 





irea*, Anglo-Egyptian Sudan+, Sweden*, Uruguayt 
b) Swtzerland : No provision for transferability. Convertibility obligation satisfied through 


rent in gold for excess balances 








ldminisirative’ C tihility Afghanistan, Nepal, Yemen, Saudi Arabia, Tibet 
Liberia, Albania, etc 
1) Negotiations in progress with France, Denmark, Austria, Bulgaria, Rumania, Turke 
U.S.S.R 
) Noa Chi Hungary, Paraguay, Poland, Siam, Yugoslavia 
¢ Under Sterling Payments Agreements. * Under Reciprocal Monetary Agreements;.) 
Convertibility achieved bv crediting sterling currently accruing to Transferable 
Accounts where these exist and granting right of transfer to other transferable account 
or to American Accounts. Where no such accounts exist, convertibility will be operated 
zdminisiratively ; 
\RRANGEMENTS FOR SEGREGATION OF OLD STERLING BALANCES 
sentina: To be entirely liquidated against sale of British-owned Argentine railways ; 
eement last autumn permitted transfer of {10 millions to Brazil and small release in ‘‘ hard” 
rency 
Portugal: Voluntarily frozen at approximately £75 millions until April 16, 1948 
Sweder Balances of £25 millions segregated in special accounts at Bank of England and 
cked until December 31, 1 ) 
Switzerland Maximum lance of {15 millions to be held with Bink of England until 
farch Ig46 
Norway: Voluntary agreement to maintain London balance of £20 millions to April 30, 1948. 


Egypt: Release in hard currency of £8 millions for half-year to end-1947, plus grant of working 
balance of {12 millions and certain other modest releases. Remainder frozen in No. 2 Accounts 
it Bank of England until further notice. 

India: Under negotiatio: 

Iraq: Under negotiation. 

\ustralia, New Zealand, South Africa, Eire, Iceland, British colonies and mandated territories : 
No written agreements. Treatment presumably agreed with British authorities 

Brazil: Negotiations not yet completed. 

Uruguay: Release of {1.7 millions in “‘ hard ’’ currency; balance (about £15 millions) may 


be employed for purchase of British-owned utilities and railways and repatriation of overseas debt. 
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India’s Banks through the Partition 
By Geoffrey Tyson 


(Editor of “‘ Capital,’ Calcutta) 


of the partition of India. Until a good deal more is known of the final 

terms upon which the division of the country is to be accomplished, 
conclusions must necessarily be of a tentative character. But it can be said 
that for no section of India’s trade and commerce does the prospect of partition 
carry more immediately important implications than that which is engaged 
in banking. Between the wars, and with accelerated speed during the period 
1940-46, indigenous banking enterprise has sought, not without some success, 
to establish itself on a national rather than a local basis. Whilst it is _— 
that the inflationary conditions of recent years encouraged the growth « 
scores of small banks of doubtful solv ency, there also came into being cole 
concerns under more reputable auspices, whose purpose was genuinely to 
strengthen the country’s banking resources. These apart, the older indigenous 
joint stock banks such as the Central Bank of India, the Punjab National 
Bank, the Bank of India and others have greatly extended the area of their 
operations during recent years. The Reserve Bank of India, which is the central 
banking institution, and the powerful Imperial Bank of India (a twenty-year- 
old merger of the three original Presidency Banks) stand in a special category ; 
but they, too, cannot entirely insulate themselves from the effects of the 
coming partition. Indeed, both, and particularly the Reserve Bank, may have 
most important réle to play in stimulating the free flow of trade around and 

yeyond the political barriers of the India of to-morrow. There remain the 

six British exchange banks, constituting by far the largest element of that 
part of the country’s banking services which is non-Indian. Not only are 
they deposit bankers on a large scale, but they also play an important and 
almost indispensable role in the financing of India’s foreign trade. For them, 
{Indian independence inevitably meant some reorientation of outlook and 
practice ; but independence plus partition will almost certainly involve them 
ina number of additional problems. They, with the rest of the Indian banking 
structure, must necessarily feel the effect of the centrifugal forces which the 
latest constitutional developments have set in motion. 

The chief geographical features of partition are well known. At most, 
referenda and the promised boundary commission will chisel away a bit here, 
oradda bit there. These processes will not alter the main contour of Hindustan 
and Pakistan. We know much less, however, about the progress which is 
being made in respect of the division of the rest of the stock-in-trade of the 
old regime—its physical assets and the services which it performed on an 
India-wide basis. If there is to be an orderly transfer of power, some kind of 
standstill agreement, covering such subjects as communications, customs and 
currency, as between the present Goveynment of India and the successor 
authorities, is necessary. Banking services everywhere are dependent upon 
the smooth working of each of the above activities of government and, of the 
three, banks in India would probably put the establishment of a currency 


A LREADY attempts are being made to assess the economic consequences 
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imion as first amongst the several things which they would like to see emerge 
from the negotiations which are now proceeding between the political parties 
and the Partition Council. Indeed, it is arguable that without a currency 
union, or agreement, internal trade and commerce will suffer considerable 
dislocation or, even worse, will be brought to a state of complete paralysis, 
Amongst the expert committees which have been set up by the Partition 
Council is a Committee on Currency, Coinage and Exchange, whose duty 
to make recommendations regarding future currency, coinage and currency 
arrangements “‘ and formulate proposals as regards the division of assets and 
liabilities of the Reserve Bank of India’. This would seem to contemplate 
some dismemberment of the Reserve Bank, if not the establishment of two 
separate central banking institutions. Some distribution and earmarking of 
the existing assets of the Reserve Bank, as between the two new Dominions, 
was obviously inevitable, once the principle of partition was accepted ; but 
it might reasonably have been Lae (and, so far as the writer knows, there 
may still be a chance) that each of the two new governments would agree to 
appoint the Reserve Bank of India as its bank of issue and the custodian of 
its assets. Such an arrangement would not be incompatible with political 
sovereignty. 

It may be, of course, that the Committee on Currency, Coinage and 
Exchange will recommend that the most expeditious method of providing 
each of the new Dominions with the central banking facilities which it requires 
is to appoint the Reserve Bank as manager of the currency, coinage and 
exchange of both. In such an event Pakistan would certainly be entitled to 
more representation in the counsels of the Bank than the Moslem community 
his hitherto enjoyed. But the prospects of a modus vivendi of the kind sug- 
gested above should not be over-rated. For the Committee is also charged with 
the task of making “‘ recommendations regarding exchange control for the 
two States’’ and reporting on “the position of the two States as regards 
membership of the International Monetary Fund and International Bank ” 
Another expert committee, examining the general question of assets and liabili- 
ties, includes in its terms of reference recommendations for “ a financial settle- 
ment between the two Governments . . . as well as the allocation of the public 
debt, pensions and other liabilities”’. Such agenda suggest parallel rather 
than converging monetary objectives as the aim of the Dominions’ govern- 
ments. Taking a cautious view, the best that we may hope for is that their 
ultimate policies will not be so divergent as to prove irreconcilable. At the 
best, division of the Reserve Bank would produce two central banks, each in 
the beginning rather less than half as strong as the original institution. Two 
separate banks of issue, with all the other privileges and responsibilities 
attaching to such a position, does not, of course, rule out the possibility of a 
currency agreement or union between the two Dominions. The fact that the 
chief external assets of both will be held in sterling, and that each will hence- 
forth assume a proportion of the liability for the public debt of the old govern- 
ment, which was raised and is repayable in rupees, would seem to be strong 
arguments for agreement over a wide field of currency management. 

When we come to look at other parts of the probable “banking picture, 
there is some evidence to suggest that Hindustan, or India as it is officially 
designated, will start with rather more and rather better banking services 
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than Pakistan which, in the beginning at least, may find itself somewhat 
“ under-banked ’’. Usury is repugnant to Islamic law and orthodox senti- 
ment. Except for certain small sections of the Moslem community, interested 
chiefly in the financing of business with Indian trading communities overseas 
in such places as the Persian Gulf and East Africa, indigenous banking has 
been very largely developed by the Hindu community, whose shroffs and 
moneylenders controlled the credit system of the country long before joint- 
stock enterprise brought modern banking services to India. For reasons of 
caste and the traditional division of labour, banking in India has tended to 
become a Hindu occupation, with the consequence that Pakistan is likely to 
find itself without any large reserve of trained Moslem personnel to draw upon 
if it attempts a policy of self-sufficiency in the matter of banking. There may 
have been no large scale retreat of non-Moslem banks from potentially Pakistan 
areas in recent months, but it is also certain that there has been no advance. 
Indeed, some migration of Hindu capital from Pakistan zones to other parts 
of the country has already taken place. One or two banks, whose head offices are 
located in places which are thought to be possible storm centres, are understood 
to have taken steps to facilitate their transfer to politically more equable 
climes if necessary. But the significance of these measures need not be 
exaggerated ; for banks which are in any real sense committed to a particular 
locality, by reason of advances made on a long-term basis, cannot afford to 
withdraw precipitately in the face of dangers which, as yet, are largely hypo- 
thetical. But they are none the less likely to pursue an increasingly conserva- 
tive policy until Pakistan’s economic objectives are more clearly enunciated. 
oe advisers have never made any secret of their 

wareness of the long purse of Congress. The much greater financial resources 
a the major community is a circumsta unce which they have constantly had to 
keep in mind in their political strategy. To suppose that they will shed their 
suspicions overnight would be foolish. 

In the last year or two there has been sporadic talk of the nationalization 
of the Indian banking system. The protagonists of nationalization probably 
greatly exaggerate the strength of public opinion behind the demand, for the 
average Indian is not entirely oblivious of the contrast between the iner 
often moribund and sometimes insolvent, co-operative banks, set up and 
managed by provincial governments to assist the agriculturalists, and the 
prowperity and purposiveness of the better end of the joint stock banks. In 
the last session of the Indian Legislative Assembly the Government accepted 
in principle a non-official resolution advocating the nationalization of the 
Reserve Bank of India—which, though created by an Act of the Legislative 
Assembly, is a shareholders’ bank. There has been a certain amount of 
criticism, mostly from interested quarters, that the Reserve Bank and the 
Imperial Bank of India have failed to assist the smaller fry to get on their 
feet, or to tide them over periods of difficulty such as set in last August, when 
there was a disastrous slump in the [Indian share markets. The truth of the 
matter is that both the Reserve and the Imperial Banks have strongly dis- 
couraged the almost chronic practice of overtrading, to which the less worthy 
Indian banks are prone, and quite properly have refused to rediscount a lot 
of worthless paper. Because they have declined to stave off the retribution 
which inevitably overtakes dishonest or inefficient banking, they have been 
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accused of lack of banking leadership and indifference to the larger banxing 
interests of the country. The charge is quite untenable, but in the eyes and 
ears of an unsophisticated public it lends a certain verisimilitude to the demand 
for nationalization. 

In addition, there are a growing number of Indian Socialists, to whom 
nationalization is anyhow an article of political faith. The chances are that, 
with the freedom issue finally settled, the members of the Congress Party in 
the Indian Dominion will realign themselves in new political groups, adhering 
to differing and opposing economic theories. Up to now the Moslems have 
also rather seemed to favour the abstract principle of nationalization, because 
it carried some guarantee that the community would participate in statutory 
proportions in the nationalized industry or service. This line of reasoning 
will serve no purpose in the Pakistan of the future, where the economic destiny 
of the community will be in its own hands, and it therefore remains to be seen 
how, in the changed circumstances, Moslem public opinion views the idea of 
nationalization. Until both Dominions have given some proof of general 
economic stability, and of the impartiality and effectiveness of the judicature, 
private enterprise is unlikely to commit itself to new large-scale banking 
ventures. 

A final word should be written about the position of the British exchange 
banks, which have played so important a role in the country’s economy both 
as deposit bankers and specialists in those banking services which provide 
the finance of overseas trade. Some of the economic counsellors of Indian 
nationalism have always claimed that the British exchange banks have created 
a privileged monopoly in the banking profits accruing from the country’s 
overseas transactions. More recently, the incursion of one of the Indian joint 
stock banks into this field, and the investigations which others have made, 
have probably damped some of the earlier “enthusiasm for what is a highly 
specialized form of banking. For some years past the Imperial Bank of India 
has successfully participated in exchange banking in competition with the 
Chartered Bank, the National Bank of India, the Hong Kong and Shanghai 
Banking Corporation, Lloyds Bank and others. But the Imperial is weg 
of far greater resources than most of the purely Indian banks. In India, a: 
elsewhere, the war years with the contraction of international trade, bulk 
buying of commodities by governments and other factors severely curtailed 
the bill business which had previously formed so large a part of the total 
activity of the exchange banks. But in the last twelve months the bill of 
exchange has once more been coming into its own. The accumulated knowledge 
and experience of this type of business, and the organization which the exchange 
banks have built up through the years, will stand them in good stead in the 
india of the future. Their immediate problems derive equally from political 
and administrative considerations. The final attitude of both the new 
Dominions to non-Indian banking remains to be ascertained. That is the 
chief political hazard. Administratively, the partition of the country may 
mean some rearrangement and duplication of existing organization. A large 
part of the exchange banks’ activities centres in and around the sea ports. 
These British banks are an important link in the sterling chain, and a real 
recovery in the fortunes of sterling would add to their prosperity. In the last 
resort, however, their future security depends upon Indian goodwill. Happily, 
there is abundant evidence of its continuing existence. 
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Credit Expansion Ending ? 


N the sphere of domestic banking, the year 1946 was remarkable for the 
J pace of credit expansion—the most rapid expansion in British financial] 

history. Will 1947 be notable chiefly for the halting of this process, and for 
a reversal of the seven-year upward trend ? It is still not possible to answer 
that question with absolute assurance, but in the first half of this year, and 
especially in the past few months, there has been a notable change in the 
monetary scene. In May, bank deposits actually showed their first genuine, 
non-seasonal contraction since pre-war days. Over the whole eight-year 
period, the only other significant non-seasonal declines were those of the early 
months of 1942 and the closing months of 1945. Both these movements were 
attributable to quite abnormal factors—the first to the eagerness of businesses 
and surtax payers to turn idle tax-reserve monies into the attractive Tax 
Reserve Certificates, and the second to the scramble by investors to secure the 
last of the three per cent. Savings Bonds. This year has been free from any 
such abnormalities. There have been no large and sudden spurts of accumu- 
lated private funds into the Exchequer, and, except for the relatively modest 
demand for the last of the sixth series of Savings Certificates, the flow of small 
savings subscriptions has been depressingly small. At the same time, since 
the “ tap ’’ for the inglorious “ Dalton ’’ 24 per cent. Irredeemable stock was 
closed early in January, sales of “ large ’’ savings securities have been wholly 
suspended. 

It is against this background that the recent movements of bank deposits 
should be viewed. Whereas in the second half of 1946 net clearing bank 
deposits were rising at the rate of no less than {96 millions per month, in this 
past half-year they have expanded on balance by a mere £7 millions. It is 
true that part of this extreme contrast derives from seasonal influences: the 
rate of expansion in the first half of 1946 (£33 millions per month) was very 
much less than in the ensuing half-vear—a difference which partly reflected 
the effects of heavy tax gathering in the first quarter, but was more particularly 
due to the vigour with which the cheap money policy was pursued thereafter. 
It is, therefore, in the period since end-March last that the contrast with 1946 
experience emerges. Net bank deposits in the first quarter of this year fell 
by £57 millions, but this decline was actually smaller than that which occurred 
in the first quarter of last year. In the past three months, however, a rise of 
some {64 millions has contrasted with one of no less than £266 millions. Thus 
the total net deposits at end-June at £5,446 millions surpass by only £6 millions 
the peak figure of £5,440 millions reached last January. 

This contrast between the experience of the two quarters affords a clue to 
the underlying influences which have been at work: although the improve- 
ment in the budgetary position has been a major factor, an important difference 
between this year and last apparently arises from the altered attitude of the 
authorities towards the gilt-edged market. Except for the special operations 
associated with the repayment of the unconverted portion of the Local Loans 
stock in the early weeks of the year, it seems probable that Departmental 
acquisitions of securities have in the main reflected simply the re-investment 
of current receipts by the extra-budgetary funds. There has, however, been 
spasmodic and at times substantial official buying of the 3 per cent. Conversion 
Loan, 1948-53, in preparation for its “‘ optional ” redemption next year. 
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But although there has been no repetition of the aggressive and abnormal 
tactics of last year, analysis of the banking figures for the past half-year does 
reveal one rather unexpected resemblance to the phase of rapid credit expan- 
sion. Whereas in 1946 bank deposits showed a greater rise than could be 
explained by the disclosed acai sey of the Treasury for funds, this year 
they have failed to show the 1 arge fall which the disclosed improvement in the 
Exchequer would have led one to expect. But as any Treasury borrowings 
from the banking system for undisclosed purposes have presumably not this 
time been attributable to gilt-edged operations, the discrepancy in the published 
figures affords no ground for uneasiness. Indeed, when this special need for 
finance has been satisfied, a downward impetus might be imparted to bank 
deposits. It would be unwise, however, to take it for granted that any sus- 
tained fall will res and perhaps much more important—factors 
will shortly be coming into play. In particular, the purchase by the Argentine 
Government of the British-owned railways out of the proceeds of accumulated 
sterling balances will require the British Treasury to redeem the Treasury bills 
in which those balances are at present invested. If Mr. Dalton’s recently 
expressed concern for the level of the floating debt means that he is anxious 
to reduce not merely the nominal total of that debt but the active portion 
which has its counterpart in bank deposits, he may well be reluctant to replace 
his Argentine finance by borrowing from the domestic banking system. In 
that case his only alternative would be to secure the funds from the investing 
public, and for that purpose the Departments would have to be steady and 
perhaps aggressive sellers of gilt-edged securities. If the holders of Argentine 
Railway stocks were prepared rapidly to reinvest in British Government 
securities (which is perhaps rather improbable in view of the contrasting 
character of the investments involved) such an operation might perhaps be 
arranged without undue dislocation of the market. But, if such dislocation 
seems probable, the only means of avoiding it will be by raising at least a 
part of the finance from the banking system, ‘and the effect of these borrowings 
might well obliterate the intluences making for a decline in bank deposits. 

Much depends, moreover, upon the trend of bank advances. One of the 
most notable features of the past half-year is that the fall in deposits has 
synchronized with a marked acceleration in the rate of growth of advances. 
Their expansion in the six months amounts to no less than £1 39.2 millions, 
compared with only {68.2 millions in the first and £97.4 millions in the second 
half of 1946. In the period since V.E. day, when the total stood at just under 

750 millions, there has been an expansion of no less than £370 millions—a 
distinctly larger movement than most banks had expected, despite the dis- 
appointing rate at which industrial re-equipment has been proceeding. The 
total, of course, has reached a new high level, and during the half-year has 
decisively passed the {1,000 million mark, which had been the virtual ceiling 
in the past—it was slightly exceeded in 1929 and again a decade later. Now 
advances stand at {1,119 millions, which is 55 per cent. above the war-time 
low level of £724 milliovs reached at end-1943 aud compares with a low figure 
of £735 millions for the period between the wars (though it should be noted 
that that figure, for January, 1934, excluded the advances of the District 
3ank, not then a member of the clearing house). 

This comparison suggests that, allowing for the intervening change in 
prices, the banks even now are financing a substantially smaller real volume 
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of business—the difference probably exceeds one-quarter—than they did in 
the middle thirties. But despite the strong recovery in advances business 
since the low point was reached in 1943, the ratio to published deposits, at 19.8 
per cent., is still rather lower than it was four years ago—the lowest ratio 
for 1943 was 18.4 per cent. and the average for the year was 20.4 per cent. 
For the absence of change in the ratio over the four-year period, last year’s 
huge growth in deposits is, of course, chiefly responsible : in September, 1945, 
before that expansion began, the advances ratio stood at the record low level 
of 154 per cent. If the secular trend of deposits is indeed about to change, 
the improvement in the advances ratio may be sharply accelerated, for there 
isno doubt that the upward movement in the advances total has by no means 
spent its force. 

The immediate outlook, however, is obscured by the difficulty of discerning 
with certainty the relative weight of the causes of the recent expansion. 
Undoubtedly, it reflects reconversion outlays ; but it reflects, too, the accumu- 
lations in industry of components and uncompleted work in progress because 


END-JUNE COMPARISON HALF-YEAR AVERAGE 
COMPARISON 
Average of 
June 30, Change on: Jan./June Change on 
1947§ Month Year 19478 Jan./June 1946 
{mn. £mn. £mn. £mn. {mn. % 
its .. Sa -. 5,058 +87 +613 5,586 +758 +15.-7 
Net Depossts* .. -- 5,446 +59 +585 5,402 +729 +15.6 
, Com.. a a -- 464 + 4 + 590 468 — 34 ~ 6.8 
8.21 8.39 
Call Money ni oo ggE +21 +135 435 +163 +59.9 
8.0 7.8 
Bills na as sie 672 +13 +146 679 +261 +62.5 
II.9 12.1 
T.D.R.s a a ss Boa —20 + 28 1,390 - 31 - 2.2 
23.5 24.9 
Investments i oo 2,499 +10 + 98 1,455 +171 +13.3 
26.2 26.1 
Advances... ys o- 2,320 +29 +237 1,047 +200 +23.6 
19.8 78.8 


§ Italic figures beneath asset totals are percentages of published deposits. 
* After deducting items in course of collection. 


of the many bottlenecks in the supplies of other materials, constituents or 
packaging. The first influence is obviously of long term significance ; the 
second influence, it is to be hoped, is mainly ephemeral. Unfortunately, 
although the new quarterly analysis of the distribution of bank advances (the 
latest figures, with full comparisons, will be found on page 126) affords much 
valuable information, it gives little clue to the relative strength of these factors. 
But even if the “ bottleneck” factor should prove to have been of large 
importance, its eventual disappearance will not produce any permanent 
deflation in demand for bank accommodation, for the ending of bottlenecks 
is but the first step towards the rebuilding of normal stocks of industrial 
materials and other supplies which, when the period of acute scarcity ends, 
will revive one of the traditional functions of bank finance. 

_ Of rather more immediate significance is the progress of reconversion, for 
i this makes better headway than in the recent past, it is likely to be based 
even more largely upon bank finance. In this past year or so, as THE BANKER 
has already pointed out, industrial outlays have been to a very substantial 
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extent financed by Governmental disbursements of one kind or another—fo; 
example, E.P.T. refunds and war damage compensation—and these special 
payments are now nearing their end. Little evidence, unfortunately, is avail. 
able about the changes in industry’s liquid assets as a whole. Obviously, 


reconversion finance in the past twelve months and, indirectly, the money 
has been provided by the banks. The scope for so-called “‘ self-financing ” by 
industry by this means has certainly not yet been exhausted, but whether 
the banks will be as ready in future as they have been in the recent past to 
absorb the securities is rather more questionable—though here, of course, a 
great deal depends upon the policy adopted by the authorities in the gilt- 
edged market. 

During the past year the expansion of the gilt-edged holdings of the 
clearing banks has been noticeably decelerated. The increase since the end 
of 1946 amounts to £52 millions, in contrast with £148 millions in the first 
half of 1946 but with only £45 millions in the second half, when substantial 
amounts of short-dated bonds were called for redemption. In view, however, 
of the very large additions to portfolios in 1945-46, the deceleration since is 
scarcely surprising ; indeed, what is surprising, especially in the past half- 
year, is that there has been a further increase. It should be noted, however, 
that even now the ratio of investments to deposits at 26.2 per cent. is not sub- 
stantially above the level ruling at V.E. day and is, in fact, roughly equivalent 
to the 1939 figure. 

This stability of the investment and advances ratios draws attention to one 
other notable feature of the banking trends of the past half-year—-namely, the 
further expansion of the banks’ most liquid assets, their bills and call money. 
The seasonal contraction in floating debt during the first quarter of the year 
was wholly concentrated upon Treasury deposit receipts, the banks’ holdings 
of which have declined during the half-year by £230 millions to £1,330 millions 
—showing, however, a moderate increase above the low figure reached at 
mid-1946. But over the twelve months the total of money market assets has 
risen from {841 millions to {1,122 millions, which contrasts with only £330 
millions two years ago. Hence the ratio to deposits now seems to be fairly 
well consolidated at around Ig to 20 per cent., in contrast with the record low 
level of under 6} per cent. reached in the spring of 1945. Thus, although the 
banks still complain at the rigidities of the T.D.R. system, the flexibility of 
the banking structure has been roughly restored to its pre-war condition—in 
the years 1934 to 1939 the annual average ratio of money market assets to 
deposits never rose above 21.9 per cent. and in 1939 was actually a little 
under 18 per cent. This movement away from the rigidities of the assets 
structure which were so noticeable during the war is, in a technical sense, 
facilitating the change of emphasis in banking business from the direct financing 
of Governmental expenditure to the financing—whether through advances or 
by purchases of gilt-edged securities—of private business. It will no doubt 
relieve the technical stresses in future, but it needs to be remembered that, in 
consequence of the abandonment of window-dressing and the substitution of 
the objective of a virtually stable day-to-day cash ratio, the banking system 
inevitably requires a larger volume of regular day-to-day maturities than it 
formerly did. 


industrial sales of gilt-edged securities have been an important source of | 


a 


0 Oh Oot lCUCUlC 


—$_.___ 


ler—for 

special 
iS avail- 
viously, 


urce of | 


money 
ng” by 
whether 
past to 
Durse, a 
he gilt- 


of the 
the end 
the first 
stantial 
owever, 
since is 
st half- 
Owever, 
not sub- 
nivalent 


1 CO one 
ely, the 
money. 
he year 
noldings 
millions 
ched at 
sets has 
ly £330 
ye fairly 
‘ord low 
ugh the 
bility of 
tion—in 
issets to 
a little 
e assets 
il sense, 
nancing 
unces OF 
9 doubt 
that, in 
ution of 
+ system 
than it 








93 








Holland at the Crossroads 
By J. H. Lubbers 


(Of the Netherlands Economic Institute) 
Wits Holland was liberated from the German occupation, rather more 


——_ 


than two years ago, the country found itself in chaotic conditions. 

Manpower had been led away to Germany, the remaining labour force 
was severely undernourished, and its efficiency was at a very low ebb. The 
productive apparatus had been paralysed by the German plunder of machinery 
and stocks, by the destruction caused by the war itself, and by five years of 
insufficient maintenance. Housing conditions, too, were very bad. It is 
estimated that by the moment of liberation the total losses resulting from the 
war had reached Fls. 11 milliard at 1939 prices—one-third of the total pre-war 
national wealth. 

How far has the rehabilitation of the Dutch economy progressed since 
May, 1945? The process of economic recovery has shown two distinct phases. 
The first was the phase of assault upon the economic chaos—the ending of 
famine conditions, especially in the large towns in Western Holland; the 
repatriation of manpower; the clearing away of the military and bomb 
debris ; and provisional renovation of productive plant. These activities pro- 
vided the indispensable basis for the second phase, the economic recovery 
proper. Thanks to the co-operation of the Allied armies, the first phase was 
quickly finished. The transition from the first to the second phase, and the 
beginnings of economic recovery proper, roughly date from the currency 
purge initiated by Minister Lieftinck, in September, 1945. 

The immediate effect of this operation, it will be recalled, was the freezing 
of the entire money circulation, which had been greatly expanded during the 
war. After September, 1945, a new circulation was created gradually according 
to strictly defined criteria. In this way the dangers of a post-war inflation were 
avoided and the inflationary elements suppressed, so that the reconstruction 
in the “‘ real’ sphere could make an unimpeded start. 

The progress since the last quarter of 1945 has certainly been substantial. 
In September, 1945, the general index of industrial production (1938 = 100) 
stood at 41. By October, 1946, the index had reached g1, but although there 
followed a decline from this peak, the level of December and January last— 
85—was still twice that of 1945. There followed a further temporary setback 
-~but Holland, too, had a severe winter. In agriculture, the volume of the 
1946 crops actually reached roughly the average level of the years 1930 to 
1939 ; for some products even higher figures were attained. 

Generally speaking, the economic trends of the past two years have been 
unmistakably upwards. But only superficial observers regard this progress 
as ground for complacency. The second phase of Holland’s economic recovery 
has its own problems—and they are basic and complex problems. The war 
has caused severe shifts in the underlying conditions of the economy, with 
far-reaching consequences for the future. 

Before the war, the composition of Holland’s balance of payments revealed 
her as a rich country. As in Britain, imports annually exceeded exports, and 
the excess was covered by income from services and investments abroad. The 
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mercantile marine, the transit traffic with Germany and the activity in the 
overseas territories, especially Indonesia, were all important assets. For 
example, in 1938 the excess of imports over exports amounted to Fls. 379 
millions, but was comfortably covered by interest and dividends to the extent 
of Fls. 276 millions and shipping income to an amount of Fls. 232 millions. 
Pre-war Holland had all the characteristics of a rich industrial country. 

The war has created a radically different scene. The German hinterland js 
paralysed, the transit trade has been reduced almost to zero. Income from 
activities in Indonesia has vanished, the capacity to render services to other 
countries has been reduced. These factors alone would have involved major 
disturbance of the balance of payments. In addition, Holland—like Britain— 
has urgent need for imports, and the quantities required are much larger than 
before the war. 

As this analogy with English conditions implies, in Holland also the export 
drive is a major feature of policy. The following figures are revealing : 


IMPORTS AND EXPORTS IN 1946 
(Millions of Florins) 


1940 [Imports Exports Balance 
January a oi 20 
February iis Ke “a a5 be 28 
March .. ie a ee a ; | 728 40 | - 550 
April | 43 | 
May ea bs ea or i ar J 
June ate sr oa “s aca (39 41 - 98 
July ee a oi - a et 214 6b —- 148 
August oe 209 63 —- 146 
September me ais PF re - 203 a5 - 608 
October ad - - rw ee 215 114 — I0o1 
November 240 128 - 112 
December rr a a ‘is as 225 130 ~ 5 
Total 5 iS 2,173 815 — 1,358 











It must be mentioned that on technical grounds the import figures in this 
list need some correction—to a total import figure for 1946 of Fls. 2,333 millions, 
leaving an adverse balance of Fls. 1,518 millions. 

The export drive is encountering resistance of a kind which is very familiar 
to Britain. In the early months of last year, the Government estimated total 
1946 exports at about Fls. 1 milliard. Hence, in spite of the favourable develop- 
ment in the second half of the year, the year’s total fell some Fls. 185 millions 
short of official expectations. The development of Holland’s international 
trade largely takes place in a network of bilateral trade agreements. Of these 
agreements the President of the Dutch Central Bank said in his 1946 Annual 
Report “‘ that they have the tendency to force the mutual balances of payment 
to a bilateral and therefore unnatural equilibrium, which undoubtedly cuts off 
opportunities for trade which would be possible in a free multilateral trade. 
On the other side, these agreements facilitate an ample exchange of 10n- 
essential products between partners. These products would run the risk of 
being mutually refused as soon as, in a multilateral system, the countries 
involved feared to approach a position of passivity in their total balance of 
payments. This fear would certainly be present in the now prevailing condi- 
tions of European trade’”’. The counterpart of these tendencies is to be seen 
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in the fact that exports to the dollar area are still of minor importance. In 
1946, 25 per cent. of total imports came from the United States, whereas only 
5 per cent. of the total exports went to that country. 

It is readily apparent, therefore, that the Netherlands is unable to complete 
the process of reconstruction by relying solely upon her own efforts. Needless 
to say, she has turned from her pre-war position as a capital exporter into a 
capital importing country. As at December 31 last the total of foreign credits 
obtained by the Netherlands amounted to Fls. 1,847 millions, including long 
term credits of Fls. 965 millions and short-term credits of Fls. 882 millions. 
An important item in the second group is the credit of $200 millions (Fls. 530 
millions) from the Export-Import Bank, granted on May 1, 1946. 

Some impression of the insufficiency of the external credits for the purpose 
of reconstruction may be formed when the amount of the long-term credits is 
set beside the estimate of Fls. 11 milliards (at 1939 prices) for aggregate war 
damage and the Fls. 2.2 milliards estimated loss sustained by industry. Com- 
parison of the Fis. 882 millions of short-term credits with the 1946 import 
surplus of Fls. 1,518 millions gives an equally depressing picture. 

It should be noted, however, that Holland still has investments abroad 
which could eventually be liquidated. The Treasury has recently estimated 
the 1938 total of these investments at Fls. 5 milliards (excluding Indonesia). 
In the present circumstances, however, only the dollar securities are of direct 
importance. There was some liquidation of these in 1946, but the amount 
sold is not exactly known. Some indication of its extent can be obtained from 
the Central Bank certifications which must precede liquidation of balances 
and securities abroad. In 1946 certification for dollar balances was accorded 
toan amount of Fls. 437 millions, for American shares to an amount of Fls. 432 
millions. The total of Holland’s dollar balances is not known, but for American 
shares there is a Treasury estimate of Fls. 1.5 milliards for the aggregate 
amount eventually to be liquidated, including the share certifications mentioned 
above, so that the amount remaining should be about Fls. 1 milliard. This 
reserve in the form of American shares would be insufficient to cover an import 
surplus of the order of that of 1946. Although the figures are far from com- 
plete, it is evident that Holland’s foreign securities do not give the country 
much elbow-room. 

Summing up the present position, it may be said that Holland has an 
urgent need for imports on a large scale*; that without these imports the 
export capacity will remain insufficient ; that liquidation of investments 
abroad will provide only temporary relief; that the credits granted from 
abroad are insufficient to finance the process of reconstruction. 

This problem led to the publication, in April last, of a Government “ State- 
ment on the foreign exchange position ’’, in which Minister Lieftinck sketched 
the developments which have produced the present critical position. Its 
seriousness is readily apparent from the detailed official forecast, reproduced 
on page 96, of the balance of payments for the current year. The expected 
mport surplus of Fls. 2,286 millions compares with Fls. 1,518 millions in 
1946. A small credit on the invisible items leaves the estimated overall deficit 
on current account at Fls. 2,234 millions. 








, *The imports in 1947 will show an additional increase in consequence of the fact tha. the 
delivery of several orders, placed in 1946, was delayed until this year. 
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The capital items show the manner in which the Government proposes to 
bridge this gap. Balances abroad will be drawn upon to the extent of Fls. 4 
millions, an additional amount of Fls. 265 millions (i.e. $100 millions) will be 
obtained by sale of foreign securities, and Fls. 907 millions from foreign credits, 

It is not difficult to trace the origin of the foreign borrowings estimate of 
Fls. 907 millions. Allowing for the amounts taken up in 1946 of the credits 
granted by the end of the year, the amount remaining available falls short of 
the sum estimated to be borrowed in 1947 by Fls. 267 millions—exactly the 
$100 millions which Holland expects to be granted from the International Bank, 
As is officis ally known, the Government has sought from this institution a total 
credit of $535 millions, but evidently reckons for 1947 upon an assent for 
only $100 milli ms. The means of covering the residual requirement of Fs. 609 
millions is still not in sight. 


ESTIMATED BALANCE OF PAYMENTS OF HOLLAND IN _ 1947 


Millions of Florins) 


Curvent Account 


Commodity exports (f.0.b.) 1,620 Commodity imports (c.i.f.) .. -+ 3,906 
Interest and dividends den ing t7y Travelling ea i oe — 20 
Freights ae na na 330 Consumption abroa 1 os i 142 
Port traffic hia na : 30 Other services ar 59 
Air transport . ais es o 7 Purchase of military supplies ~~ 373 
Transit traffic (net) .. is - 30 Government expenses (excluding 
Other services , + as 147 National Debt) .. as ie 3 
Debit Balance , aie ; 2,234 Interest = ics es le 39 
4577 4,577 
Capital Account 
Kedemption of bonds in private hands 140 Debit current balance ‘ ~~ 2 
Private remittances from Indonesia G8 Redemption of foreign credits ie 106 
Remittances by firms 7 a 04 Emigration .. ix << 4 
Foreign credits ‘ ia at Go7 Credits granted abr ad a <s 320 
Use of balances abroad - a 498 
Sale of foreign securities , ‘ 205 
Gold nd ‘a ire a6 ‘ 53 
Debit Balance ‘ef ae ‘ 00y 
2,604 2,664 


Such are the conditions which led the President of the Dutch Central Bank 
to declare, in his 1946 annual report, ‘‘ that in the circumstances prevailing 
the insufficiency of the available resources compels consideration of the 
necessity of a slowing down of the pace of investment and a decrease of the 
volume of consumption. However arduous this task, we will have to recognize 
that there is 2 discrepancy between our will-power and energy on the one 
hand and the available material resources on the other hand. It will be neces- 
sary to find the strength to scale down and nevertheless not to lose courage” 

The process of Holland’s economic recovery has reached a critical stage. 
The country is anxiously awaiting the second ‘“‘ Statement on the foreign 
exchange position ’’, the preparation of which was announced by the Treasury 
shortly after publication of the first detailed diagnosis. Meanwhile, the 
slogan “‘ Work, save and export” runs in Holland, too. 
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Reparations—Ceilings or Targets ? 
By M. J. Bonn 


HE chaos which is modern Germany still shows no sign of clearing. 
Th is the logical outcome of the policy of planned industrial destruction, 
which had been laid down in detail by the United States government 
in its instructions to General Eisenhower in April, 1945, three months before 
the Potsdam conference. It has been tardily reversed in the recent directions 
to General Clay. The problems it has created are complex, but at their centre 
lies the tangle of the reparation plan. The breakdown of the Moscow conference 
and the three-power conference in Paris was connected with but not caused 
by Russia’s reparation demand. At Yalta, she had claimed ro billion dollars, 
a figure which the United States had accepted as a basis for discussion. But 
Great Britain had objected, and after a specially appointed reparation com- 
mission had failed, the British arguments against a fixed sum had prevailed 
at Potsdam. Whilst Russia had not protested then, she had resumed these 
superseded claims at Moscow. 
The basis of the reparation scheme was political rather than financial. Its 
objectives were : 

(1) First and foremost, the removal of the German war potential, to 
prevent another war of aggression. 

(2) A rapid handing over of tools and equipment to secure quick recovery 
of the victims of Nazi looting. 

(3) Payments in capital goods in kind, not in money derived from sales 
of current production—a principle designed to avoid the intensifi- 
cation of economic competition which had resulted from the former 
reparation settlement, and had contributed largely to the Great 
Depression. 

The plan rested on the assumption that Germany’s overwhelming war potential 
was the decisive factor in Nazi aggression. Its actual structure was due to 
President Roosevelt’s insistence on unconditional surrender, which had made 
impossible the formation of a German government. Failing such a government, 
the Allies had to administer the country. This led of necessity to the proposal 
for cutting up Germany. As four powers with utterly divergent aims could 
not exercise a condominium, zonal partition was inevitable. The British, 
foreseeing its dangers, had managed to insert in the Potsdam agreement a 
clause which affirmed the economic unity of Germany. It enumerated the 
several administrative branches, which were to be run on identical lines by 
each occupying power. But the meaning of economic unity was left vague. 
Each occupying power was left free to tamper with the economic and political 
structure of its zone. At the very moment, moreover, when the preservation 
of German economic unity was agreed upon, the country was split into an 
Eastern and a Western reparation zone. The two zones were not separated by 
customs barriers; the occupying powers merely held up the regular flow of 
goods and men across the boundary line. They planned a kind of bulk trading : 
‘he Western zone was to send to the Soviets 25 per cent. of its removable 
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industrial equipment not needed for Germany’s peace economy, and they in 
turn were to repay in goods three-fifths of the value of this equipment. 

The Russian zone and the regions provisionally ceded to Poland had been 
Germany’s granary; they contained nearly all the large, intensely farmed 
estates, which yielded a surplus to the towns. There is no sense in harping on 
the provisional character of an arrangement which permitted Poland to expel 
within two years the remnant population from half of East Prussia, nearly 
half of Brandenburg, three-quarters of Pomerania, the whole of West Prussia 
and of the two Silesias. The dumping of 8 to 9 million Germans on Westem 
Germany and the settlement of 5 million Poles in their place cannot be undone 
by legal reservation. Neither New Poland nor the Russian zone can contribute 
much to the Western zones. In New Poland a new society has to be built up, 
and it must take years before the former output can be reached. In the Russian 
zone the large estates have been cut up, and numerous small farmers, many 
of them without much experience or equipment, have been established on 
tiny 18-20 acre holdings. The Russians have thus been able to settle farmers 
out of the 3} million deportees from Czechoslovakia ; they have eradicated 
the Junker ; they have gained the goodwill of the local proletariat, and they 
have laid the foundations of a communist society. These reforms, rushed 
through in obedience to a doctrine and to the exigencies of propaganda, with 
utter disregard of technical and financial means available for equipping the 
new, frequently uneconomic farms, resulted inevitably in a severe fall in 
output. The Russian zone has been unable to send West even a fraction of its 
former contribution. Its actual deliveries out of the 1946 harvest up to May, 
1947, have been about 120,000 tons of grain, which may be contrasted with 
Germany’s yearly pre-war consumption of 11 to 12 million tons; a similar 
quantity of potatoes (compared with pre-war consumption of about 35-40 
million tons); and 30,000 tons of sugar (pre-war consumption 1.5 million 
tons). The monthly grain import needs of the two Anglo-Saxon zones are 
between 300,000 and 400,000 tons, nearly three times the total contribution 
of the Russian zone. 

The Soviets distrust property-minded successful peasant proprietors, and 
would not worry about the collapse of these small owners. That would furnish 
an appropriate argument for introducing collective farming which, in the 
absence of necessary equipment—especially for lack of tractors, 60,000 of 
which have been removed by the Russians—would lamentably fail at the 
present time. The Bolsheviks did not worry about the loss of millions of 
human lives when they collectivised their own agriculture, and the Soviets 
to-day cannot be expected to be more squeamish over Germans whom they 
both hate and fear. 

The Russians have removed everything worth while both from the regions 
ceded to Poland and from their own zone. They have realized the appalling 
waste involved in these operations, and have left about two hundred plants 
scheduled for removal to work instead for Russia’s account. From time to 
time they have resumed removals; only lately, they have asked for the 
delivery of 2 million tons of scrap—and the collection of Berlin’s share alone 
involves the labour of about 7,000 men and 140 lorries. They have systemati- 
cally drawn reparations from current production. A recent German estimate 
claims that 6 billion marks out of the zones’ total income of 8 billion marks 
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has gone to Russia. At their instigation the local communist controlled 
governments of Anhalt-Saxony and Thuringia have nationalized 125 and 60 
mining and processing enterprises respectively, and Thuringia paid no com- 
pensation. The Eastern zone is becoming in effect a semi-communist state, 
intimately interwoven with Russia’s planned economy. 

* 


The Western Allies, like Soviet Russia, have disregarded the economic 
unity to which they were pledged ; each of them has pursued a more or less 
independent policy. But, unlike Russia, they have not profited much from it. 
The United States’ and Great Britain’s receipts from the confiscation of 
German shipping and German assets in neutral countries cover but a small 
fraction of the £200 millions and more which has been spent on keeping the 
Germans alive. They hold Russia’s drain on the Eastern zones’ current pro- 
duction responsible for these poor results. They appeal to the clause in the 
Potsdam agreement, that current production must be used in the first place 
for German import needs. 

Apart from world shortages and the lack of imports from the Eastern zone 
and from New Poland, the plight of the Western zones is due to— 

(1) The dumping on them of 8 to g million evacuees and refugees from their 
lost lands (about one-fifth of Germany) and from the Russian zone. 

(2) War destruction ; though air raids have by no means destroyed the 
so-called war potential, they did great damage to industry in 
general ; in many cases the bombs missed the plants—for example, 
those of the dye-stuff concerns—but made a shambles of neigh- 
bouring cities. 

(3) The hold-up of production caused by preparations to remove 740 of 
the large plants. 

(4) The lack of man-power due to its waste in dismantling and scheduling 
operations, and to the withholding of 1 million prisoners of war 
by the Western powers alone, and perhaps 2 to 3 millions by 
Russia. 

(5) Interference with production by de-nazification—especially in the 
United States zone—until General Clay on his own responsibility 
stopped the trial of 800,000 unimportant Nazis. 

(6) A planned economy framed by planning staffs with conflicting views, 
whose objectives are the limitation of German output and the mani- 
pulation of German exports, and whose contradictory moves surpass 
the caricatures of “‘ anarchist ” capitalism. 

(7) Currency anarchy caused in part by the war, and in part by the Allied 
printing press. 

(8) Destruction of foreign credit by indiscriminate confiscation of all 
external German assets. 

Re-union would not make available to the Western zones the resources of New 
Poland and the Eastern zone. The latter’s structure and resources are by now 
so closely adjusted to Russian economic needs that they will contribute little 
to the West during the critical years. Nor would unification remove the major 
causes of the economic paralysis of the Western zones. 

















100 _ THE BANKER 





For the past two years—-the time needed to Sovietise her zone—Russia, 
usually supported by France, has opposed re-union. She has now turned 
round completely, and poses as champion of German unity. For she wants 
a vote in the administration of the Ruhr. She wants a share of its output, 
and fears its integration into a Western European economic bloc as a potential 
arsenal of Western democracy. She might be willing to grant administrative 
reciprocity in the Eastern zone in return for a vote in the Western zones, 
But she is not interested in the industrial recovery of Western Germany as 
such. The acceptance of the proposal for administrative reciprocity would 
enable her to block all decisions in the West, and to overcome a Western veto 
in the East by releasing the communist forces she has been organizing in it. 

The Allies, especially the French, must get rid of the fear complex, which 
fastens on Germany’s overwhelming pre-war industrial strength. As a matter 
of fact, her war potential was extremely vulnerable—as Hitler knew very well 
when he clamoured for additional living space. He made it secure by his treaty 
with Russia and the triumphal march of the German armies over most of 
Europe. The highly developed German industrial and processing potential 
which Hitler had turned to re-armament always depended for its successful 
workings on foreign imports; apart from coal, potash and nitrate, Germany 
had few of the essential key materials in adequate quantities for niaking war. 
An intelligent policy of the Allies could have stopped German re-armament, 
without the slightest risk, at any time before 1936. 

To-day, a large part of the German war potential has been lopped off by 
the Polish-Russian cessions. An over-populated Western Germany cannot 
feed herself. Her cities are in shambles, and the capacity and efficiency of 
her surviving plants are greatly diminished. Without large-scale foreign 
loans she could never restore the war potential remaining within her borders, 
even if the armies of occupation were withdrawn to-morrow. She is so depen- 
dent on foreign imports that mere exchange control would suffice to prevent 
rearmament. The acceptance of the American four-power pact—leaving 
UNO out of account—would seem to provide all essentials of security. In 
these circumstances, it is about time to scrap the economics of fear, to stop 
destructive planning and face realities. 

De-nazification, so costly economically, has yet failed politically. One 
cannot spiritually delouse masses of active Nazis by imprisoning, fining or 
demoting them. They will not become sturdy democrats when they emerge 
from prisons. It is much more important to prevent the spawning of new 
Nazis than to punish all the old ones. Nazism originated in the chaos resulting 
from the first war and inflation. The chaos prevailing to-day in Germany is 
far worse. It has increased under and through the Allied occupation. It is 
producing millions of ‘‘ uprooted ’’ people—ideal material for a Nazi resurrec- 
tion, which could be camouflaged as National Communism. 

The merger of the two Anglo-Saxon zones and the new decisions about 
the level of industry plan are the first steps towards a realistic policy. But 
it has not yet turned openly from destructive to constructive planning by 
setting targets to German production, instead of imposing ceilings on it. At 
a time when the steel output is about 2} million tons, quarrels over a ceiling 
of 5.8 or 12 million tons are futile. The Germans should be made to work, 
not given cause to whine. Nor need the Allies worry to-day about cartels, for 
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they themselves limit output and determine prices dictatorially ; their controls 
are far more drastic than the restrictions and regulations on which cartels 
relied. Nationalization, too, is not an urgent problem when its effects on output 
are uncertain. Political considerations apart, the efficient nationalization of 
thoroughly disrupted industries is in any case probably beyond the capacity 
of the facade democracies which the Allies are setting up in Germany ; govern- 
ments without practical experience in business or politics, and without credit, 
are not equal to it. It is, moreover, rather illogical first to weaken these 
governments by insisting on Federalization, and then to strengthen them by 
vesting vast economic powers in them. 

In order to raise output and make the Germans work for their own salvation 
and for the benefit of the Allies, a few immediate reforms are essential. The 
mark must be stabilized. Without a stable mark German peasants will not 
deliver adequate quotas for the feeding of the towns. A central budget must 
be framed and, with the help of foreign loans, balanced effectively, not merely 
formally by ignoring past (pensions) and future (compensation) obligations. 
It must include some compensation for the confiscation of German ships, 
German foreign assets and scheduled plants. These enterprises were not the 
exclusive property of Nazi criminals; their shares and bonds were widely 
scattered amongst thousands of holders without political influence. If repara- 
tion is not to be degraded into mere looting, it must be accepted as a burden 
upon the State and distributed by it over the community. 

The Western group, and particularly its smaller members, have so far 
received next to nothing from the great removal scheme. If they hope to get 
anything by way of reparation they must secure it from current production, 
and the plants must be restarted and worked at top speed. Plants which are 
under Allied control cannot be converted to war production. In a few years 
they will be obsolescent anyhow. Nothing can be done in Germany to-day 
which will not have to be modified to-morrow. 

Control, production and reparation could be combined in an inter-allied 
holding company of all German enterprises which the Allies want to watch. 
Such a concern could exercise general direction and supervision of management 
and production. This control could later be used to contract German output 
whenever world production outruns demand. In time, the company might 
become the core of a Western Federation of Industries. Decisions on doctrinal 
economic issues, on which both Allies and Germans are divided, will have to 
be deferred until Germany once more is a going concern. 

The Allies will have to cease chasing the phantom called the unity of 
Europe. It is a purely geographical concept, and has never existed in the 
economic, political or cultural sphere. Parts of Russia and Turkey and of the 
regions they dominated have been iz Europe, but never of Europe. It is 
most unfortunate that the line of separation between West and East runs 
through the heart of Germany, instead of coinciding with the ethnographic 
frontier of Russia. It was drawn at Teheran and Yalta by planners who 
looked backward with fear, not forward with hope. It has been sanctioned at 
Potsdam and hardened in the last two years by the intelligent use the Soviets 
have made of the opportunity for switching the economy of their zone eastward. 
lt can be pushed back only if the Western Allies succeed in making the regions 
they control attractive to such responsive elements as lie beyond it. 
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INSURANCE IN THE POST-WAR 
| WORLD 


A SPECIAL SURVEY 


industrial reconverston, rising prices and scarcity, falling interest rates and high taxation— 
ave giving rise to important new problems and tendencies in the world of insurance. Many 
of these developments ave of particular significance to bankers and investors ; others throw 
new light wpon the everyday insurance needs of businesses and individuals. The move 
important among them are surveved in the three special articles below.—Eb. 


| The influences of the phase of transition and rehabilitation—social adjustment and 





New Trends in Life Assurance 


| By a Special “ Life’’ Correspondent 
| Mirvice has been written already, in THE BANKER as elsewhere, about the 


wider effects of the steep decline in gross interest rates, and the even 

steeper decline in net returns, upon institutional investors, such as the 
assurance companies.* In this year’s survey of the salient developments in 
Life business—considering the “ ordinary ”’ as distinct from the “ industrial ”’ 
branch—it is proposed first to examine this vital question of the rate of interest 
at rather closer range, in terms of the principal repercussions upon the actual 
practice of the offices concerned. The underlying assumption, despite the 
trends in the gilt-edged market in recent months, is that the prospects of any 
substantial increase in net rates of interest (substantial, that is to say, by the 
standards of rate fluctuations between the wars) are too remote to be taken 
into account. 

Life assurance, it cannot too often be emphasized, is a long-term business. 
The policies are contracts varying in term from (say) 10 years to practically 
an entire lifetime, carrying a fixed rate of premium which is calculated on the 
assumption that the office will earn, on the average, a certain net rate of interest 
throughout the duration of the contract. When life offices were faced with 
the substantial and ‘“‘ permanent ”’ drop in net interest rates the situation 
therefore called for— 

(I) an increase in the rates of premium for new 
contracts (i.e. contracts with guaranteed benefits) ; 
(2) a downward adjustment in rates of bonus on “ with profit ”’ 
policies, possibly accompanied by an increase in rates of premium for 
new contracts ; 
(3) a revision of the basis of valuation. 
Some adjustment has been proceeding under each of these heads. 

First, there has been a consistent upward movement in without-profit 
rates since 1932. Some idea of the effect of the reduction in interest rates 
can be seen from the following comparison of the levels of ‘‘ without profit ”’ 
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* For specific discussion of the long-term problem of the assurance companies, see especially 
“ Life Assurance and Interest Rates ’’, in THE BANKER for December, 1946. 
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rates for representative classes of policy in 1930, and now, for a life aged 30 


next birthday : 
ANNUAL PREMIUM PER {100 ASSURED 


1G30 1947 
Class of Policy f @ @ Se 2. 
Whole Life Assurance, without profits .. a 12 6 2 0 0 
10 year Endowment Assurance... od me oi 6 915 0 
20 year a ¥ - R mi 4 0 0 412 6 


These figures, it should be noted, are not precise quotations, but are intended 
to give a general idea of the changes over the period. 

Under the second heading, it should be remembered that the latest bonus 
declarations cover the war period. This is an added complication, and 
it is too early to form a reliable opinion about the levels at which post-war 
bonus declarations will become stabilized. But a very broad impression of 
the present position can perhaps be deduced from the fact that whereas rates 
of reversionary bonus between {2 and £2 10s. per cent. were common in the 
immediate pre-war years, the corresponding post-war declarations roughly 
cover the range {1 to {I 15s. per cent. 

It is perhaps not easy for the layman to appreciate the true significance 
of adjustment under the third head—a change in the rate of interest assumed 
for the purpose of the valuation from (say) 3 per cent. to 2} per cent. over the 
last 15 years. Such a change is the formal expression of the action taken by 
the actuary to meet the situation created by the fall in interest rates, but it 
does not convey any impression of the financial strength of the life office which 
makes the change possible. Without delving into the technicalities of actuarial 
valuations, a simple appreciation of the problem can be obtained by con- 
sidering that life offices have on their books large numbers of contracts under 
which the premiums were calculated at higher rates of interest than are likely 
to be realized, owing to developments beyond their control over the last 15 
years. As previously mentioned, the natural effect on “with profits’’ policies 
has been a reduction in bonuses, but no such “ buffer” was available in the 
case of “ without profits ”’ policies. Life offices, following their tradition of 
conservative finance, promptly adopted the policy of capitalizing the probable 
interest shortfall for the whole future duration of their contracts. Clearly, 
this would not have been possible if substantial reserves had not been available, 
and it says much for the skilful management of British offices that in the past 
they have been able to provide life assurance on attractive terms, and at the 
same time have succeeded in building up sufficient reserves to adjust them- 
selves to the altered outlook for net interest yields, as well as absorbing the 
mortality losses of the second world war. 


” 


“INCOME ”’ POLICIES AND ANNUITIES 

Current trends, in new life business, have also shown an interesting reflec- 
tion of the decline in interest rates. Before the late war there had been a 
growing public demand for policies which provided an income (or at least 
periodical payments over a limited term of years) instead of a capital sum at 
a fixed future date or at death. This tendency has again become apparent 
now that active business has been resumed after the war. Although the 
popularity of “‘ income ’’ policies may be due partly to the low yield obtained 
by investing the lump sum payable under an ordinary whole life or endow- 
ment assurance, the main reason is probably the realization by the insuring 
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ublic that in most cases it is an income and not a lump sum that is the real 
need of the dependents of an assured life in the event of his death—or of the 
assured himself if his policy is intended to make provision for his retirement. 
Pension schemes constitute another and very important source of business of 
the income type. This business is transacted mainly by a group of offices 
whose organisation is specially designed to deal with these schemes, and it is 
worth noting that, in spite of the pension provisions of the National Insurance 
Act and the imminence of the date when contributions will commence under 
this Act, the volume of new business for pension schemes has been weil 
maintained. 

In view of the reduction in interest yields, it was to be expected that many 
people dependent upon investment income would seek to restore their “‘ income” 
by employing at least part of their capital to purchase annuities payable 
until death, thus sacrificing capital in return for an increase in their gTOss 
annual receipts. This in fact has occurred, but the traditional type of ‘‘ imme- 
diate’ annuity has been largely abandoned in favour of more modern types 
of contract. It is well known that, as the law stands at present, the whole of 
a life annuity is liable to tax, although that annuity has been granted by the 
life office in exchange for a capital sum. In consequence, an annuitant who 
is subject to the full rate of tax must live to a ripe old age if he is to receive in 
net payments from the annuity an aggregate amount equal to his original 
capital (assuming that the present high rate of tax is maintained). This state 
of affairs has given rise to a new type of annuity, which has achieved some 
popularity. The transaction actually consists of two contracts : 

(r1) An annuity payable for a fixed term of years; and 
(2) an annuity commencing when the payments under (1) have ceased, 
and continuing until the death of the annuitant. 
The essential point about this transaction is that the purchase price under 
contract (I) is repayable to the annuitant by level instalments, including 
principal and interest, and, under present Inland Revenue regulations, only 
the relatively small part of each instalment which represents interest is liable 
for tax. Contract (2) is an ordinary life annuity and therefore the whole of 
the annuity payments are liable for tax. The gross amount of annuity under 
contract (2) is often fixed at a greater amount than the gross annuity under 
contract (I) in order to lessen the drop in net cash receipts per annum when 
payments under (1) cease. It will be observed that the annuity payments 
under (1) continue for a fixed period irrespective of whether the annuitant is 
alive or not. This is an essential part of the scheme. 

Endowment assurances are frequently effected with the object of applying 
the proceeds on maturity to the purchase of an annuity, and again the question 
of income-tax arises. Although policies can be efiected with the capital 
payments of sum assured spread over a number of years, the fact remains 
that, under existing law, if an income payable until death is required, then 
sooner or later an ordinary life annuity has to be taken out, with the payments 
under it liable to tax. 

In considering the terms on which life assurance is available to-day, two 
questions obviously arise—first, the level of premium rates, already mentioned ; 
secondly, there is the importance of the nature of the limitations, if any, upon 
the scope of the cover given by the policy. It is perhaps not ganerally realized 
that British offices have for many years aimed at reducing the restrictive 
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clauses in their policies to a minimum, and many offices have found it possible 
to issue contracts practically free from such limitations—-except at times when 
unusual conditions prevail, or when the special circumstances of the proposer 
make special treatment necessary. The main general factors to which offices 
have had to give attention in recent years are war and aviation risks. 


War RIsK COVER 

Until the period immediately preceding the outbreak of war in 1939, most 
offices issued policies without a war restriction clause. With the advent of 
war, they incorporated such a clause in all new policies, although in many 
cases the proposer was given the option of paying an extra premium to cover 
him against war risks. As the course of events became more clearly defined, 
the practice of the offices was modified, though on individual lines—e.g. in 
the closing stages of the war, some offices had suitably adjusted their premium 
rates and covered civilian war risks in Great Britain under policies issued at 
their standard rates. When, at the end of the war, they considered their 
future policy towards war risks, they had the knowledge that past policy 
had been successful in weathering two great wars in 30 years, but, unfor- 
tunately, there was by no means any assurance that man’s ingenuity in devising 
methods for his own destruction had reached its limit. Confronted by such 
developments as the atom bomb, the various offices have naturally not all 
arrived at the same conclusion. Present practice can be regarded as experi- 
mental, but possibly the most general solution so far is the issue of policies 
free of war risk restrictions provided that the proposer has advanced beyond 
the age when he would be likely to engage in the most dangerous tasks in 
aggressive warfare (say over age 30), and provided that he is in a settled and 
non-hazardous occupation. 

AVIATION RIsKs 


In the other, less gloomy, sphere of “‘ new ”’ risks—aviation— it is clear that 
flying as a means of transport is in a state of rapid development, and the life 
offices’ treatment of the risk is bound to be subject to successive revisions. 
The question is not simply the degree of risk of a fatal accident on an individual 
flight, but whether flying will become so much part and parcel of the lives of 
the insuring public that offices will be justified in spreading flying risks over 
all their insured lives, which would lead them to incorporate any necessary 
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charge for the risk in their tabular rates of premium. Such a situation is 
certainly not in sight yet, and there is a fairly sharp distinction between those 
persons W ho travel by air and those who do not. In order to preserve equity 
between policy holders, in existing circumstances it is necessary in relation to 
aviation to underwrite each case on its merits. 

It should be borne in mind, of course, that accident insurers, as well as the 
life offices, are interested in this aspect of aviation insurance (mainly through 
“travel coupons ’’), although the method of treatment of these risks by the 
two branches is essentially different. Accident travel coupons (which include 
a death benefit) cover a short period-—often only a few days -and are taken 
out to cover some specific journey. In life assurance it is the long view of 
such risks that is important. It is the present practice of most life offices to 
issue the normal types of policy (i.e. whole life and endowment assurance) on 
normal terms and without restriction on flying as a fare-paying passenger in 
cases Where the proposal papers indicate that the amount of such flying is 
not likely to be excessive. If, in addition, the proposer is over age (say) 30, 
and has never had any connection with aviation, it is quite usual for him to 
obtain a policy with no aviation restriction of any kind. Cases falling outside 
this category are treated on their merits, and the proposer usually receives 
the option of some form of aviation restriction on his policy or paying an extra 
premium for a limited period—say 5 or 10 years. By this method aviation 
cover is provided even where the amount of flying involved is substantial— 

g. R.A.F. and civil air-line pilots. The essence of the method is that the life 
office forms its judgment of the case at the outset, and fixes its terms accor- 
dingly, these terms remaining fixed even though the office’s judgment may 
not be borne out by the subsequent history of the case. 


NEW BusINEss 

Finally, a word about the volume of life assurance business now being 
transacted in this country. For many offices, as is well known, 1946 was an 
all-time record, but not all the forces making for expansion are permanent. 
The period was one of rehabilitation in every sense, when agents and inspectors 
were resuming their normal occupations after their war service, and re-estab- 
lishing their contacts with clients. They certainly found many of them earning 
considerably larger salaries than before the war and with considerable leeway 
to make up in the matter of life assurance cover. Again, many people had 
war gratuities which could not be spent on consumable goods, and some of 
this money found a safe and profitable outlet as a special first premium for a 
life policy. Other influences have a more permanent aspect. The increase in 
salaries and prices tends .o increase the sums assured under individual pro- 
posals, and in particular the high cost of houses increases the sums assured 
under policies required in conjunction with house purchase loans from building 
societies or from the offices themselves. It is possible that a larger section of 
the community is within the reach of life offices, in consequence of the higher 
wage and salary levels, and also because of the introduc tion of large numbers of 
persons to life assurance through the medium of staff pension schemes. It is 
confidently expected, therefore, that figures for new business will again reach 
a high level in 1947, and even if new record figures are not achieved, it is 
unlikely that there will be any marked recession from the levels of 1946. 
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Problems in Fire and Accident 
By a Special Correspondent 


HE almost universal inflationary tendencies still continue to be reflected 

in the increasing premium incomes of British insurance offices from both 

the home and overseas markets. The optimum result does not appear to 
have been achieved yet, however, despite the efforts of insurers in this country 
to bring home to the public the need to augment their fire and burglary cover 
to meet the increasing price levels. In consequence, even if the present upward 
movement of values were to be checked, some further increase in income could 
be looked for from this cause alone. This state of affairs is especially noticeable 
in the United States, where an elaborate campaign to make insured “ value 
conscious "’ has been under way for some time. 

Other factors have also contributed to the expansion of premium income, 
especially the progressive recovery of areas lately under enemy control, the 
conversion and extension of industries stimulated by the war, particularly in 
the U.S.A. and the Dominions, and the development of new industrial pro- 
cesses, of which the plastics trade is an outstanding example. Accident 
insurance accounts have witnessed considerable expansion from the motor 
car section, which in many countries is almost back to pre-war level. 

Obviously, however, most factors which make for buoyancy of premium 
income also make for a rise in the cost of individual claims, and this is especially 
true of the rising price level. With classes of insurance stich as fire and bur- 
glary, where the premium is estimated as a percentage of the sum insured, 
the increase in premium income should rise proportionately to meet the 
enhanced claims. This, unfortunately, is true only where machinery exists 
to compel the insured to effect and maintain a full insurance or alternatively 
to bear a proportion of every loss he incurs, in direct ratio to the amount of 
his underinsurance. Only in comparatively few areas overseas is this practice 
of applying “ average ’’-—or coinsurance as it is termed in America—resorted 
to generally, and both in the United States and this country the application 
of such average conditions is the exception rather than the rule. Consequently, 
since there is a distinct time lag before insured values are raised to meet 
current prices and indemnities are computed on present values, the insured 
ordinarily will suffer as a result of his procrastination only if his loss exceeds 
his maximum sum insured. Total losses are a comparatively rare occurrence, 
and until the upward spiral of prices has been checked an increase in claims 
cost is inevitable and the ratio of losses to premiums will also remain high. 
In motor business the claims’ cost has been adversely affected by greatly 
increased repair and replacement charges, while third party claims tend to 
become more costly in settlement. 

For the great majority of British companies, operations in the United 
States are of prime importance. In nearly all branches of the business the 
past year gave unsatisfactory trading results, and so far there are few signs, 
or none at all, of any change. The total fire waste bill in the United States 
has reached unprecedented levels ; for the first five months of 1947 it exceeded 
$318 millions, compared with $253 millions during the same period in 1949, 


and the figure for March alone reached the astonishing total of $72 millions. 
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These figures exceed the total claims of $225 millions estimated to have been 
met as a result of the San Francisco earthquake of 1906, which has remained 
in the minds of insurance men as the industry’s most disastrous experience. 
So exceptional has been the recent loss of life and property in the States through 
fire—including the burning of the Wynecoff Hotel at Atlanta, Ga., and the 
La Salle Hotel in Chicago, to mention only two examples—that repercussions 
were felt in Washington itself, and President Truman has personally identified 
himself with a nation-wide effort at fire prevention and reduction. 

Motor insurance in the States is becoming a source of increasing anxiety 
to the companies, owing to the return of high traffic densities and the operation 
of the other factors previously mentioned. At the same time, the proportion 
of motorists insuring against third party liability has been rising, in conse- 
quence of the increasingly stringent financial responsibility laws. Because of 
the large reserves for unearned premium income which companies operating 
in the United States have to set up, many have been forced to limit their 
acceptances of new business, and for this reason many motorists are finding 
it difficult at the present time to secure cover. 

The insurance against special perils, especially under a comprehensive 
form of policy known as “ extended coverage ”’, is also an important factor in 
the U.S. experience. Whether the rates charged are adequate for the many 
additional perils embraced in the cover is doubtful. Windstorm, for instance, 
gives rise in the United States to heavy losses; the Atlantic Coast hurricane of 
September, 1944, resulted in claims on insurers exceeding $20 millions. More 
recently a severe windstorm which struck San Antonio, Texas, on May 16, 
1947, caused losses to property in excess of $6 millions and this figure was 
increased within a fortnight to nearly $8 millions through the visitation of a 
second windstorm to the same area. 

Explosion cover, which in recent years has become a fairly common feature 
of insurance, has become a topic of discussion since the Texas City disaster, 
which has been estimated to have caused damage to property (other than 
property insured under marine covers) approximating to $40 millions; it is 
said that the work of reconstruction will take upwards of two years to com- 
plete. Apart from the property losses, insurers were presented with claims for 
personal injuries and death under workmen’s compensation and _ personal 
accident covers. A disaster of this magnitude brings into high relief the extent 
to which insurance stands behind every industry, every house and family, 
and every breadwinner. 

In the United Kingdom, although the fire waste bill last year was not 
alarmingly in excess of that for earlier years, the authorities are taking a 
livelier interest in the problems of fire prevention (in which the Fire Insurance 
Offices have been active for-many years, through the Fire Offices’ Committee, 
especially its Fire Research Section). The results of some of their researches 
have recently been published, giving expert guidance on the construction of 
buildings with a view to restricting the effect of fire and giving, too, the results 
of an exhaustive enquiry which has been made into the possibility of treating 
a large range of combustible articles in common use in industry so as to make 
them fire resistive. 

The lawlessness which appears to be the aftermath of war and which has 
been apparent in this country since the cessation of hostilities is still being 
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reflected in heavy claims under burglary policies, and, despite the fact that 
rates have of necessity been raised, the loss ratio remains unusually high. |p 
this respect the popular “‘ Comprehensive ”’ policy which includes within its 
scope most of the coverage essential to the householder or owner has not 
emerged unscathed, as a very high percentage of thefts has been from private 
residences. It is to be feared that such loss will continue to be above normal 
while the present shortage of commodities persists. 

The effect of climatic vagaries on an insurance company’s loss experience 
was well illustrated during the exceptionally heavy winter through which the 
whole of Europe passed. At home it seems probable that the total extent of 
the losses of all insurers might reach a figure of approximately half a million 
sterling from storm, tempest, flood and frost claims. 

To the layman the risks undertaken by insurers may appear to be extremely 
heavy and unpredictable and the nature and extent of the losses which have 
been described might seem to give added weight to this view. Underwriters, 
however, do not view the heavy loss experience of any particular year with 
undue concern and are more likely to be impressed by the trading risks under- 
taken in commerce and in industry. The profits accruing from insurance are 
marginal and are based on very small percentages of large turnovers, the 
trading experience being judged on a long-term basis. Reserves set up in 
years when subnormal loss experience leaves a balance available yield interest 
which in lean years supplements the meagre underwriting profits earned, not 
only thereby securing dividends to shareholders but ensuring the fulfilment 
of the companies’ many other obligations, including, ter alia, the maintenance 
of staff pension schemes. The year 1946 comes within the “ lean ’’ category, 
but in the majority of cases companies have managed to show a trading profit, 
thus fully justifying the careful selection of their risks and the care exercised 
by underwriters in limiting their overall commitments and avoiding long-term 
obligations. 

In this context, it is important to note the effect of fluctuations in premium 
income on profit. It is the accepted practice of the companies to maintain 
reserves which are a fixed percentage of their net incomes, known either as 
premium, technical or unexpired risk reserves. These percentages are high 
(in the case of fire insurance they are 40 per cent.) and a rising premium income 
therefore means a substantial increase in the amount so allocated, with con- 
sequent reduction in surplus av ailable. A falling income, on the other hand, 
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would reduce the reserve kept, thus releasing amounts which increase the 
profit earned. 

British insurance enterprise has for so many years held the predominant 
position throughout the world, that any legislative trends which may hamper 
the effective continuance of its operations are of the utmost interest. Sir 
Stafford Cripps, in a recent speech, estimated the total income of British 
insurance companies at about £350 millions a year, of which about one-half 
represented overseas business of all kinds. He referred to the importance of 
this large and valuable invisible export of brains and business integrity in 
the national economy, and stated that the results were a very high tribute by 
the world at large to the standards and principles upon which British insurance 
was conducted. While in insurance transactions the annual net profit is 
necessarily a fluctuating figure, affected as it is by the incidence of the catas- 
trophes with which insurers are concerned, it has been computed that the net 
profit ensuing from these overseas operations year by year is of the order of 
£20 millions. 

Among the more important developments in foreign legislation the following 
called for attention during the year. Official organizations, known in some 
cases as Reinsurance Institutes, have been operating in Brazil and Chile and 
now the Argentine, to which insurers are compelled to cede a proportion of 
their acceptances. In Spain, 1 per cent. of all sums insured in excess of the 
amounts retained by companies for their own account have to be ceded to a 
government controlled board which acts as a reinsurance bureau. The position 
of foreign companies in this respect is still being elucidated. Legislation passed 
in France in 1945 to unify the regulation of the industry both at home and 
in overseas possessions has now been followed by a decree requiring the cession 
to a central government organization of a 4 per cent. share of all business 
accepted in the area. Although the authorities in Spain and France have felt 
that the amount of currency leaving the country for insurance and reinsurance 
purposes should be reduced, they have recognized the essentially international 
character of the business and have devised measures which, while improving 
the position somewhat from their point of view, has resulted in the minimum 
possible interference with private enterprise. 

Problems relating to the transfer of funds and exchange regulations, all 
of which are of the utmost importance in an international industry such as 
insurance, have not lost any of their urgency since the end of the war. British 
insurers all pay tribute, however, to the sympathy and understanding with 
which the Bank of England and the Treasury have studied their particular 
angle. It is perhaps too much to hope that the British standards in this 
respect will be widely copied abroad, but if this could be achieved many of 
the anxieties of British insurers in bringing home their profits and centralizing 
their liquid funds would be removed. 

Government intervention in the field of insurance, although in most cases 
to be deprecated, has not been uniformly detrimental to the industry generally, 
and with certain classes of insurance official operations have filled a gap which 
it was impossible to close by commercial insurance, owing to the impossibility 
of compelling everyone to insure on terms which allow the scheme to be at 
least self-balancing. An example of this was the government sponsored 
scheme for the insurance of banana growers in Jamaica against loss to their 
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crops through hurricane, which risk, owing to its potential catastrophe hazard, 
was only cautiously underwritten by the general body of insurers. A further 
scheme designed to extend the protection to the coconut growers in the island 
is also mooted. 

Government insurance of what are generally known as catastrophe perils 
is not looked upon with disfavour by the industry, since such covers were 
conservatively underwritten in the past by private enterprise, and schemes 
like the special War Damage Cover in the United Kingdom under which claims 
to date are estimated to approach {170 millions, met a real need which other- 
wise would have been unsatisfied. On the other hand, the tendency of govern- 
ments abroad to participate in the underwriting of other perils which have 
always been adequately, efficiently and economically covered by the companies 
is viewed with considerable concern. This attitude, if persisted in and allied 
with a trend towards the intense nationalism which marked the pre-1939 
world, would not be without its effect on the industry. British insurers have 
always upheld the truth of the contention that insurance is international and 
that any attempt to limit the free transfer of funds to meet losses, or to dictate 
investment policy so that assets were available for use only in the country in 
which they were earned, would be inequitable and unworkable. For this 
reason the statements made by Sir Stafford Cripps on the Government attitude 
towards insurance were indeed welcome. His recently reiterated assurance 
that in this field at least there would be no further interference with private 
enterprise provides a foundation upon which British insurers are planning 
their future operations at home and overseas. 





Marine Market Rate Agreements 
By Victor Dover 


URING the war years, as an article in THE BANKER’S Insurance Review 
Drie year pointed out,* marine insurance was by no means unprofitable. 

Two factors contributed primarily to this result—the war-time system of 
“‘ Combined Marine Surcharges ”’ (“‘ C.M.S.’’) and the maintenance of the Joint 
Hull Understandings—arrangements which are still of great importance in the 
marine market to-day. 

Before discussing them it deserves to be noted that, although the benefits 
they have conferred on the market have been incontestable, they have had to 
withstand a running fire of criticism. To put the matter in perspective, 
however, it should be noted that the very substantial balances generally 
reserved in marine insurance funds do not necessarily represent, in anything 
like their entirety, available undistributed profits on war-time accounts. The 
majority of insurers run an account fairly balanced between hull and cargo 
risks. Deferred repairs to hulls therefore exert a major influence in almost 
every case. The volume of such repairs would have been considerable in any 
event, but the financial burden which their accumulation represents is the 
greater by reason of the fact that they will have to be met at a time when 
repair costs probably average 2} times their 1938 level. 





* “ Marine Insurance through Two Wars,” in THE BANKER for July, 1946. 
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The origin of the C.M.S. system, discussed in the previous article already 
cited, can be simply explained. During the war, subject to certain exceptions, 
notably those of ‘‘ cross voyages’, the ordinary market was not interested in 
the underwriting of “‘ war”’ perils as such. But past experience had shown 
that the losses arising from purely maritime perils stepped up sharply in war- 
time. The moral was drawn that, as these losses could not be subsidized from 
any fund-increase resulting from highly-rated war insurances, “ marine ” 
accounts would have to be safeguarded by loading the normal rates with 
surcharges to meet the additional liabilities and losses. The C.M.S. schedule, 
which was honoured in a degree which, before the war, would have been 
almost unbelievable in such an individualistic market, provided for appro- 
priate surcharges on basic rates for various voyages, etc. 

The schedule developed on detailed lines and became more than a little 
complicated, so much so that most assured had perforce to take for granted 
the information passed on to them by brokers. In some cases, so heavy was 
the scheduled surcharge that the basic rate lost all significance. This led to a 
feeling that the science of underwriting was fast disappearing, and in conse- 
quence sev eral quarters advocated the abandonment of the schedule. Had 
this view prevailed, the effects on marine underwriting profits might have been 
disastrous, for the relatively prosperous state of the cargo insurance market 
is undoubtedly due more to the observance of the schedule than to the indi- 
vidual acumen of underwriters, a statement with which no responsible under- 
writing authority would disagree. The agitation served its purpose, however, 
for the C.M.S. has recently been revised root and branch and greatly simplified. 
Zones have replaced the previously detailed descriptions of voyages and ports 
scheduled, and two rates of additional premiums instead of four (as before) are 
now quoted, the first being for clean ‘“‘ W.A.” or “ F.P.A.” insurances and the 
second for ‘“Approved cargo, fuller conditions’’. On the whole, the burden 
of the scheduled surcharges has been lessened, whilst underwriters have been 
granted a greater measure of freedom than they had immediately before the 
revision in fixing aggregate rates of premium on cargoes other than ° ‘approved ”’ 

Thus the market has been saved from the “ free for all” which inevitably 
would have followed abrogation of the C.M.S. In justification of the policy 
which has been followed, it needs to be borne in mind that the above-normal 
perils remain very real. Outworn carriers, laxity in moral standards, war- 
damaged ports and harbours, inadequate and insufficient packing remain 
fruitful causes of heavy claims, the incidence of which would have been all 
the greater had not the majority of shipments continued to arrive on a sellers’ 
market. That this fear of a return to unbridled competition is not unfounded 
was evidenced during the year by what happened when the Norwegian and 
Dutch mercantile fleets came back to the market under their normal ownership. 
In the words of Mr. Oscar Prentice, the outspoken chairman of the Liverpool 
Underwriters’ Association : ‘‘ It was a free fight . . . although a free fight was 
great fun whilst it lasted, it brought a headache in the morning ”’ 

This quotation leads naturally to consideration of the other large co-operative 
arrangement in the market—the Joint Hull Understandings. With the 
necessity for the continuance of these, Mr. Prentice did not quarrel, although 
reserving judgment on the question whether they go far enough. Most London 
underwriters would agree. As in the case of the C.M.S., but with perhaps less 
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obvious justification at this juncture, the restiveness of some sections of the 
market has led to relatively minor adjustments in the Understandings. A 
new formula has been adopted which makes no substantial change, except 
that it conceded an additional cut of 5 per cent. on renewal premiums to those 
shipowners whose results are enceplionslly good during the previous three 
year’s. 

One constructive suggestion which has received authoritative support 
recently is that for the establishment of a body repres oting underwriters to 
survey cargo on loading and discharge. The idea is not novel - in a limited 
degree it has been for many years practised in the United States of America. 
[t is clear that, in the handling of cargo, especially at ports where equipment is 
not above criticism, serious claims could be averted by prompt intervention 
by those entitled to act on behalf of interested parties. It is not enough that 
the ¢ cargo-owner may be indemnified in respect of his loss; what is more 
important is that valuable material be safeguarded from destruction or damage. 
Such a development would have the support of the railways and dock 
authorities. 

Experience during the past year reveals very plainly that, from the point 
of view of marine insurers, the war did not end in 1945 and is not over yet. 
This is especially true of mine risks, now specifically a “ war’’ peril in all 
circumstances, irrespective of location or length of time since hostilities ceased. 
Near continental waters, mainly North-European, but including some stretches 
of the Mediterranean, bring casualties by mines even now, and every spell of 
heavy weather—and sometimes it may be other causes, too--results in one 
or more mine losses. This feature, although a diminishing one, will remain for 
a long time to come. In the meantime, there are still agitations that insurers 
should resolutely set their faces against covering war risks at least in respect 
of a possible return to large-scale warfare—on the assumption that commercial 
interests would then powerfully concern themselves in the maintenance of 
peace. Unreal though the discussion is, the subject is a live one in marine 
market circles and much more will yet be heard of it. 

Outstanding marine losses have been relatively few during the past year, 
although the stranding of the Queen Elizabeth was spectacular news. Part of 
the loss falls on the Government under the Cunard-White Star Insurance Act. 
The explosion in Texas City harbour of the nitrate cargo of a vessel, as a result 
of which considerable marine and shore damage was caused, was probably the 
most expensive incident, affecting as it did both marine and non-marine 
markets. 

Finally, some reference should be made to the new Argentine Insurance 
Laws, which many feel to be unworkable, and which surely go further in the 
direction of exaggerated nationalism than any thing prev iously experienced in 
the insurance field. So far as marine insurance is concerned, it would appear 
that allimports ad exports must be insured with Argentinian companies. To 
measure the unreasonableness, not to say absurdity, of this requirement one 
has only to ask the question of what would happen if all other countries 
adopted similar laws. Is it intended that all cargoes to and from Argentine 
should be insured fice ? One would have thought Argentine interests would 
have tried to avoid embarrassment to their principal customer, but when the 
spirit of nationalism enters the door, logic goes out by the window. 
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International Banking Review* 


Argentina 


NCREASING concern is being felt about the decline in foreign exchange 
J reserves, which, by July 7, had fallen to 4,215 million pesos from the peak 

figure of 6,000 million pesos reached last September. A further sharp 
decline is in prospect when the sterling payments are made for the purchase 
of the Argentine railways. The list of articles of which imports have been 
entirely suspended now includes bicycles and motor-cycles, newsprint, cigars, 
cigarettes, clocks and watches, and practically all textiles. 

New regulations to control the movement of foreign capital have been 
announced. Such capital, it is officially stated, will enter the country freely 
and enjoy the same guarantees and treatment as Argentine capital; it is 
added, however, that in order to control the outward movement of Argentine 
capital and permit the return of foreign capital, a system of “ certificates of 
origin ’’ will be instituted. Consequently, all purchases of foreign exchange 
in the “‘ free market ’’ now require prior authorization by the Central Bank. 

The conditions under which foreign capital may enter Argentina and 
earnings on it be subsequently withdrawn are stipulate d. For the general 
investment category, earnings remittances will be limited to 5 per cent. 
annually, but the return of earnings on medium-term investment in industry 
may be as much as 12 per cent. in some cases. Earnings in excess of the 
stipulated figures will be regarded as Argentine capital. 


Australia 


The Prime Minister has announced that the Commonwealth will not carry 
out any further operations on the New York market before 1952. He revealed 
that Australian operations on the New York market since August, 1946, have 
resulted in an annual interest saving of $2 millions. 


Brazil 

A new list of import priorities has been published. The items, which 
number 51, are considered essential and individual applications for import 
permits will not be necessary in these cases. The Exchange Control authorities 
have made a new order stating that contractual obligations in foreign currencies 
arising from the purchase of imported goods will be subject to the deposit 
with the bank concerned of the equiv alent amount in cruzeiros at the current 
rate of exchange. 

The Minister of Finance has explained that exchange policy will be adminis- 
tered with a view to reducing the present inflated prices in the home market 
without damaging national production. The new regulations are intended to 
stabilize the international value of the cruzeiro. 


Canada 


Price control has been further relaxed, “ ceilings’”’ having been removed 
on tea, coffee, leather and certain other goods. Decontrol is the outcome of the 


*Other current international banking news is discussed in ‘‘ A Banker’s Diary ”, on pages 59-64. 
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decision by the Prices Board at the beginning of the year that the withdrawal 
from bulk purchasing and the change-over to private trade should involve no 
interruption of supply. The Board reports a marked trend towards increased 
prices in Canada and decreases in the United States, with the result that the 
disparity between the cost-of-living in the two countries is gradually narrowing. 
Canadian prices are, however, still generally lower than those in the United 
States. 

Talks have been taking place with the American authorities on the situation 
arising from the world shortage of U.S. dollars. 















Egypt 

Following the reorganization of the country’s trade and exchange regula- 
tions necessitated by the departure of Egypt from the sterling area, the General 
Committee for Control of Imports and Exports has recommended a list of 
import — s. This is headed by breadstuffs and fertilisers for agriculture. 
Machine tools and spares for agriculture and industry come next, followed by 
raw materials and fuel for industry, lorries, newsprint and packing paper. The 
priority system will be administered to favour cheapness and the countries 
with which Egypt desires to cultivate relations. Margins of profit are fixable. 
The Minister of Finance has informed bankers that sterling is henceforward a 
hard currency and operations therein must have the assent of the Ministry. 












France 


The official journal has published an order whereby U.S. securities are 
requisitioned in accordance with a law promulgated before the war. The New 
York quotations for the stocks concerned are being accepted for the purchase 
price. Payment will be made to holders in francs at the official rate of exchange. 
The order applies to French citizens resident in France and her colonies, 
except Indo-China and French settlements in India. Institutions, whether 
French or foreign, situated in those territories must comply with the order. 


Holland 
The Dutch Treasury has reduced rates on its short-term notes, one-year 
notes being cut by } to 1} per cent. Banking institutions own some Fis. 6 
milliards of the Fis. 7 milliards of such notes outstanding. The step is not 
thought to indicate a fundamental change in monetary policy, but a re- 
adjustment in the short-term rate to rates ruling for long-term debt. 

The purchase tax is being raised by 1 to 3 per cent. for all transactions. 
For direct delivery from manufacturer to consumer, the rate will in future be 
6 per cent., against 4 per cent. formerly. A luxury tax of 15 per cent. is being 
introduced and this will apply to home-produced as well as imported articles. 
A number of necessaries and raw materials are excluded from the application 


of the new duties. 
India 
Pending the conclusion of new payments’ arrangements with Britain, the 
Indian authorities have restricted remittances to sterling area and other 
countries to those required for definite trade payments and personal remit- 
tances of moderate amount. The banks have been instructed to make no 
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remittances of a capital nature even to sterling area countries. Special 
facilities are provided for the transfer of dividends and interest to non-resident 
holders of Indian shares and securities. 


Italy 


The head of the Economic Mission to the United States has announced 
that, to improve Italian credit, Italy is to issue bonds to the value of $135 
millions to holders of old bonds on which payment was discontinued at the 
outbreak of war. The old bonds had a pre-war value of $93 millions and the 
additional $42 millions is to cover repayment and interest not paid during 
the war. Similar moves are projected to compensate bondholders in Switzerland 
and Britain “ within available foreign exchange resources’’. Agreement 
has been reached in principle with the U.S. on the proposed treaty of friendship, 
commerce and navigation. Technical details are to be worked out in negotia- 
tions to be opened soon in Rome. Only minor details required to be settled 
before Italy’s frozen U.S. assets of $60 millions can be freed. 


Mexico 


The Mexican authorities have suspended export sales of gold coin and 
bars as a sequel to the circular sent to member countries of the International 
Monetary Fund requesting the discontinuance of the practice of international 
gold transactions on terms not according with the parity rates established by 
the Fund. (See note on page 63.) 

A commission has been created with representatives from each of the 
most important Government departments to supervise investment in Mexico 
by Mexicans and foreigners. The commission must report quarterly on foreign 
investments or at more frequent intervals if circumstances demand. 

The Government is stated to have been purchasing newly-mined silver for 
coinage purposes. 


New Zealand 


Credits to a total of {NZ 5 millions have been made available for French 
purchases in New Zealand under a new trade agreement. The agreement, 
which is designed to facilitate the sale of New Zealand wool in France, covers 
a five-year period. The loans are repayable by June, 1957 ; the rate of interest 
has been fixed at 2} per cent. This is th efirst credit which New Zealand has 
ever made outside the Commonwealth. French purchases of New Zealand 
wool during the 1946-47 season totalled {NZ 3.5 millions. 


Norway 


The Bill requiring a wide extension of price and other economic controls 
has now become law. The new measure is designed to cover the interim period 
to June, 1948, when it will be succeeded by a new law requiring permanent 
control of prices, earnings and profits of all types. The 1948 law is expected to 
be more moderate in character than the temporary measure and may set a 
term to the at present unlimited authority of the price control office. Another 
new measure is planned giving the State power to intervene in all trades and 
to “ streamline ’’ measures when necessary. 
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Peru 


A decree has been published removing all licensing facilities for imported 
merchandise with certain exceptions. Essential foodstuffs, industrial machinery 
and pharmaceutical products may be imported at the official rate of 6.50 soles 
to the U.S. dollar. Banned imports include the more expensive motor-cars, 
alcoholic drinks and various kinds of consumer goods. 

A “‘ free market ’’ exchange policy has been introduced which is expected 
to open the door to a wide range of goods importable at the current “ free ” 
exchange rate of 12 to 13 soles to the dollar. 















United States 


The Director of Marketing of the World Bank has announced that the 
issues of $100 millions 10-year 2} per cent. bonds and $150 millions of 25-year 
3 per cent. bonds publicly offered in New York were heavily over-subscribed. 
The enthusiastic response to this initial offering of the World Bank on the 
American market has given deep satisfaction. 

The Federal Reserve has discontinued the system of pegging the Treasury 
bill rate at 3 per cent.* Under the previous system, the Reserve banks pur- 
chased any Treasury bills offered at the fixed rate and included a re-purchase 
option giving sellers the right to buy back bills without loss. Treasury bill 
offers on a competitive basis have been resumed. 

The fiscal year 1946-47 closed on June 30 with a Budget surplus of $754 
millions, the first in 17 years. During the year the national debt was reduced 
by $11,500 millions. 

















Yugoslavia 

Negotiations are to take place with the British authorities about the 
amount of compensation to be paid for British-owned property nationalized 
in Yugoslavia. Methods of transferring funds agreed upon as compensation, 
not the amount of compensation, were the subject of the previous talks with 
British representatives. Owing to the shortage of foreign exchange in Yugo- 
slavia, it is expected that the transfer of compensation monies will be effected 
through an increase in Yugoslav exports to Britain without an equivalent 
increase in imports. 













* The history of the system of fixed interest rates, and its theoretical implications, were fully 
discussed in an article, ‘‘ Monetary Policy in the U.S.’’, in THe BANKER last month 
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Black Markets in Gold and Exchange 
By Paul Einzig 


I. the House of Commons an attempt on the part of an Opposition M.P., 





early in July, to obtain from the Chancellor of the Exchequer information 

about the unofficial rate of pound notes in New York resulted in an implied 
rebuke from the Treasury Bench to the questioner for giving publicity to the 
existence of such illicit dealings. This reply characterizes the official attitude 
in this country, and to a less extent in many other countries, towards the 
black markets in gold and foreign currencies. Yet these markets cannot be 
exterminated merely by pretending that they do not exist. They were bound 
to arise and develop as a result of the maintenance of exchange rates at artificial 
levels by means of exchange restrictions. In many countries it is perfectly 
lawful to deal in gold and foreign currencies at rates differing considerably 
from the official parities or quotations. But even in countries where this is 
forbidden the black markets exist and flourish. Even the draconian severity 
of the penalties and the ruthless efficiency of police organization in Soviet 
Russia has failed to stamp out the black market in foreign notes. 

Given the fact that these markets undoubtedly exist, little useful purpose 
can be served by the adoption of an ostrich-like policy towards them. It is 
absurd to imagine that American visitors to this country are unaware of the 
existence of an unofficial market in pound notes in New York, and that, but 
for the publicity given to that market, they would not think of buying low- 
priced pound notes instead of acquiring sterling through official channels at 
the official rate. For one thing, every American bank and travel agency puts 
them wise about their right to bring in {20 per head in pound notes, and they 
are aware, therefore, that they stand to gain by buying these notes at unofficial 
rates. Possibly many overseas visitors, tempted by the difference between 
official and unofficial rates, buy rather more than £20. From that point of view, 
publicity given to the risks that this entails might be helpful. 

It is to be regretted that, as a result of the conspiracy of silence which is 
supposed to restrain black market dealing, it is difficult to follow the tendencies 
of the unofficial quotations. Yet a detailed description and analysis of them 
would constitute an interesting and important chapter in post-war monetary 
history. Whereas, after the last war, foreign exchange experts had at their 
disposal the entire material bearing on the fluctuation of exchanges—at that 
time there were no black markets, as the rates were allowed to fluctuate freely 
—after this war they have to depend on occasional articles based usually on 
out-of-date material. Needless to say, it would be wrong to suppose that black 
market quotations truly show the underlying trend. Even the free quotations 
of exchanges after the last war were often inclined to distort the picture, owing 
to speculative exaggerations. The present black market rates are exposed to 
distorting influences to a much larger degree, owing to the narrowness of the 
market and the almost complete absence of arbitrage in time and space. 
Nevertheless, generally speaking, the broad tendencies in black markets 
reflect the local view about the prospects of the countries concerned. 

From a practical point of view an important question arises. Given the 
fact that the unofficial markets exist and cannot be suppressed, should the 
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monetary authorities ignore them, or should they take an active hand in their 
operations ? In other words, should they pursue a policy of intervention, or 
should they keep aloof ? It will be remembered that, until comparatively late 
in the inter-war period, many Central Banks considered it beneath their 
dignity to engage in foreign exchange operations. Later they realized the 
advantages they stood to gain by intervention, and in many instances they 
succeeded in achieving a controlling position in the foreign exchange markets. 
Is there any reason why they should not pursue a similar policy in the black 
markets? Owing to the comparative narrowness of these markets, they 
provide a fair scope for intervention. 

This question has gained prominence lately as a result of the efforts of the 
International Monetary Fund to induce the authorities of member countries 
to keep aloof from free gold markets. While there has not been much active 
intervention in the black markets in foreign currencies, there are many well- 
known instances of official operations in gold markets both during and after the 
war. The International Monetary Fund condemns such operations now mainly 
on the ground that they disperse monetary gold stocks among private holders.* 
At a time when scarcity of dollars constitutes one of the gravest world problems 
there is, beyond doubt, much to be said against allowing the gold reserves to 
disappear into private hoards. The Mexican Government, which could not 
resist the temptation to realize part of its gold stock at a profit in the “ free” 
markets, is now forced to curtail imports for lack of dollars. The Fund is 
unquestionably right in condemning such short-sighted profit-snatching. On 
the other hand, British and American sales of gold in India and the Middle 
East during the war belonged to a totally different category. In India official 
intervention in the gold and silver market was an important factor in the 
slowing down of inflation and food hoarding. It not only absorbed a certain 
amount of purchasing power, but also produced a favourable psychological 
effect, far in excess of the actual amounts involved. There is an unanswerable 
case for intervention in such circumstances, even if it does mean a dispersal 
of monetary gold stocks. 

From the point of view of maintaining gold in monetary use, it makes very 
little difference whether the monetary authorities sell their gold in the un- 
official market or whether they sell it at the legal parities. This latter course 
was adopted by the Swiss National Bank, in order to mitigate loss of interest 
on its excessive gold reserve, and also in order to mop up inflated purchasing 
power. That the sales were made at the official parity does not in any way alter 
the fact that the gold disappeared into private hoards. Obviously, it would 
have been foolish for the British authorities to sell gold in India, Egypt and 
Iraq at the official parity instead of selling it at the much higher free market 
prices. Since the amount of gold at their disposal was limited, they would 
not have been able to maintain the free market prices at the official parities 
for any length of time. And by selling at higher prices they mopped up larger 
amounts of purchasing power. 

It is a pity that the International Monetary Fund, in its first attempt at 
making its guiding influence felt in the sphere of monetary policy, should 








*The text of the I.M.F. memorandum is reproduced on page 63 in ‘“‘ A Banker’s Diary”, 
which comments editorially on Dr. Einzig’s views. 
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assume so dogmatic an attitude. It might have sought to use its influence for 
the more constructive purpose of inducing the governments of hard currency 
countries to adopt the necessary legislation to outlaw dealings in pound notes 
and other notes at a heavy discount, in accordance with the provisions of the 
Bretton Woods Agreement. This would have resulted in an increase of the 
holdings of hard currencies by the governments of soft currency countries. 
For, even though dealings in their notes could not have been stopped altogether, 
some of the travellers’ demands would have been diverted from the black 
market into official channels. Many people who would not think twice about 
breaking the law of a foreign country would hesitate to break that of their 
own country. So long as it is lawful in New York and other overseas centres 
to transact business in pound notes at black market rates there is something 
to be said for intervention by the British monetary authorities. 


Publications 


The Hatch System: A Primer for Investors. 
By Hargreaves Parkinson. (Pitman, pp. 135, price 15s.) 

The outstanding feature of most of Mr. Hargreaves Parkinson’s contribu- 
tions on the subject of stock market investment is his sustained attempt to 
disclose, from statistical and accounting analysis of past records, generalized 
principles for the practical management of invested funds. The standpoint from 
which he approaches the stock market is indicated by the title of his earlier 
book, Scientific Investment, while in Ordinary Shares he evolved a method 
designed to distinguish by simple arithmetical process concerns making truly 
dynamic progress from those which are merely successful in a static sense. 
That is certainly a much more difficult matter than can be decided merely by 
looking at a table of profits; but where Mr. Parkinson’s scientific investor 
would be plotting curves of earning power per pound of capital employed based 
on long-term running averages, the institutional buyer of equities would more 
probably be trying to assess commercial prospects by trade enquiry. 

It is implicit in much that Mr. Parkinson has written that these two tech- 
niques are complementary rather than mutually exclusive—but there is un- 
doubtedly a real difference in emphasis, and the side on which Mr. Parkinson 
leans is revealed even. more strongly in his latest book. Here he not only 
describes but actually prescribes a complete system of automatic invest- 
ment for what appears to be large and certain capital profits. The investor is 
actually enjoined to shut his eyes and close his ears to everything but share 
indices and to follow the technique of the apocryphal investor, ‘‘ Mr. Cyrus 
Q. Hatch’’, conceived by his creator some years ago as a handy journalistic 
device for expounding the system in its original rudimentary form. The whole 
scheme, with major variants, is now worked out in close detail. 

Mr. Hatch invested the whole of his legacy of $100,000 in January, 1871, 
and died a multi-millionaire in December, 1940. This and similar spectacular 
performances on Wall Street and in London are due to the success of the 
exemplar Hatch operators in achieving what is, in fact, the aim of every 
informed investor in these days—namely, to have his capital fully invested 
in representative equities during secular upswings, but to be out of the market 
altogether in the early phases of major downswings. Everyone (up to the 
maximum capacity of the market) could make a Hatch fortune if he could 
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distinguish between secular trends and mere secondary movements. Hatch 
does it by selecting as his guide a more or less arbitrarily fixed percentage move- 
ment of a representative index. He adopts a buying policy when the selected 
index has moved up the pre-determined percentage from a low point and adopts 
a selling policy (taking a realized loss if need be) when it moves down a similar 
percentage from a high point: the assumption is that the majority of move- 
ments which attain such dimensions will in practice follow through into major 
movements, and that while losses are automatically limited by the stop-loss, 
profits in winning phases are limitless. In the simpler forms of the system the 
percentage signal is 10 per cent., but the extensions expounded by Mr. Parkin- 
son embrace both bull and bear operations, in commodities as well as shares, 
and even envisage dealing internationally. 

The system is expounded lucidly and with conviction. Even those who are 
by nature determined anti-Hatchites will find that a considerable proportion 
of the study possesses an intrinsic interest of its own, for the light it throws 
on the periodicity of market movements. Nevertheless, the professional view 
may well be that in practice Hatch is just as likely to come “‘ unstuck ”’ as the 
investor whose policy is determined by careful consideration of contemporary 
financial and economic literature. The essential Hatch scheme is surely no 
more than a spectacular demonstration that it is sound policy to cut losses 
when they are small and to “ run ”’ profits—in flat contradiction of the habits 
of the generality of investors. 

Mr. Parkinson claims that Hatch is “ in ’’ on every major rise, and “ out ” 
of the great majority of minor movements. That contention can be accepted 
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so far as it goes; but it is not conclusive, while the further claim that “‘ losses 
due to participation in secondaries will never exceed ro per cent.’’, will hardly 
bear close scrutiny. Hatch buys after a 10 per cent. rise and sells after a 10 
per cent. fall. If he could deal at the middle and had no expenses to pay he 
would make money on any rise exceeding 22.2 per cent., i.e. taking 100 as the 
starting point of a rise, he buys at 110 but has to sell below his buying price if 
the movement turns down before it reaches 122.2 (because 122.2 minus 10 per 
cent. equals 110). Mr. Parkinson therefore takes 22.2 per cent. as the span 
for measuring Hatch’s winning turns, excluding any allowance for expenses 
on the ground that they can be set against income or against part of the capital 
profits. Again, he answers the criticism that investors could not in practice 
have got in and out of the market at anything like the prices specified by saying 
that ‘“‘ the index figures used in all the examples given in this book are scientifi- 
cally computed by independent authorities from official market records of the 
prices at which business actually took place ’’. But business “ takes place ”’ both 
when the investor is selling and when he is buying, and as Hatch is by definition 
a buyer when the market is bullish and a seller when the market is bearish he 
would often find himself obliged to concede a full market turn above or below 
his theoretical dealing points. 

Again, for much the same reason that it is impossible to deal in an index, 
it is impossible to assess the results of dealing in individual shares by reference 
to an index. The most up-to-date index available to investors is a day or so 
behind the market, because the “ closing prices ’’ on which it is calculated are 
those ruling about two hours before the actual close of business on the day 
before publication. When the index effectively gives the selling signal the 
actual index at the moment of dealing (if it could be calculated) might well be 
some points lower, while the prices of the actual shares in the selected group 
might have gone well below the ro per cent. loss limit. If, on the other hand, 
“ stop-loss ’’ orders in the individual shares are executed as nearly as possible 
when the particular price drops 10 per cent. below the bought price, some of 
the shares will probably be disposed of at a loss without any clue from the index 
history to show that is what has actually happened : Hatch is not debited with 
the loss he has incurred, but he 1s credited with being a bull of the shares if 
there is an ensuing rise. 

Such criticisms are inescapable if Hatch is set up as a sure fortune maker, 
and it is rather a pity that his creator has emphasized him in this character 
rather than as an exceedingly able analyst of the behaviour of markets and 
securities. There are some valuable sections, such as those on the selection of 
favourable operating areas, the significance of high and low yields from the 
angle of the market operator, and the equity cycle as a magnification of the 
economic cycle, which owe nothing to Cyrus Q. Hatch but deserve careful 
study by the investing public. HAROLD COWEN. 

Publications Received 
Financing Business during the Transition, by Charles C. Abbott (McGraw-Hill Publishing 


Co. Ltd., pp. 141, price 9/-). 
Income and Wealth, Studies in, Volume 8 (National Bureau of Economic Research, pp. 297, 


price $3.00). 
Income Distribution during the Great Depression, Changes in, by Horst Mendershausen (National 
Bureau of Economic Research, pp. 173, price $2.50). Seventh in the series by the Conference on 


Research in Income and Wealth. 
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Appointments and Retirements 
Mr. W. T. Ford 


Mr. W. T. Ford, who has succeeded Sir Charles Lidbury as chief general manager of the West- 
minster Bank, forms the subject of the frontispiece of this month’s issue of THE BANKER. Mr. 
Ford was formerly deputy chief general manager. The new general manager of the Westminster 
Foreign Bank Limited, in succession to Sir Charles, is Mr. E. L. Palmer, formerly assistant genera] 
manager of that bank. 

Sir Charles Lidbury, a note of whose retirement from the active management of the Westminster 
Bank was inserted in last month’s issue of THE BANKER just as it went to press, had been chief 
general manager of the Westminster Bank for 17 years and joint general manager for 20 years. 
The period was incorrectly stated in last month’s note, owing to a slip in last-minute abbreviation 
of the type to fit the limited space available. 

Barclays Bank—NMr. Roger M. Lee has been appointed to the Manchester Local Board. 
District Bank—London Committee—A London Committee has been established from among 
the directors of the bank, with responsibility for directing its affairs in the London area and the 
South. Its membership comprises: Sir Thomas D. Barlow, G.B.E. (the bank’s chairman), Sir 
Robert A. Burrows, Sir Nigel L. Campbell, Sir Kenneth Lee, Bt., and Sir Samuel Turner. Head 
Office : Mr. D. F. Pollard to be manager. Mr. W. Mitchell, from 55, King Street, Manchester, 
to be sub-manager. Foreign Department, 13, Spring Gardens, Manchester : Mr. L. H. Shaw to 
be deputy foreign manager, but will also continue as manager of the Foreign Dept., 2, Castle 
Street, Liverpool, 2. Manchester, Corn Exchange: Mr. C. L. Talent, from 35, King Street, te 
be manager. Manchester, 55, King Street: Mr. G. H. Rogers to be sub-manager. Ormskirk : 
Mr. J. N. Crabtree to be manager. 

Lloyds Bank—Rt. Hon. Lord Lyle of Westbourne has resigned his seat on the Board, owing 
to the pressure of other duties. Head Office, Advance Department : Mr. H. J. Packer, from Ipswich, 
to be a controller. Messrs. RK. A. Hitch and S. F. Smith, controllers, have retired after 46 and 
42 years’ service, respectively. Chief Accountant's Departinent : Mr. A. G. Corker, assistant chiei 
accountant, has retired after 44 years’ service. Chief Inspector’s Depariment : Mr. A. T. J. Double, 
from Eastern Branch, E., to be assistant chief inspector. Pall Mall, S.W.: Mr. H. W. Adams, 
of Pall Mall, to be a section manager. Albert Road, Southsea: Mr. L. W. S. Blackmore, from 
Portswood, Southampton, to be manager on retirement of Mr. A. S. Gilbert. Altrincham : Mr. 
H. Radcliffe, M.C., from Batley, to be manager on retirement of Mr. J. W. H. Shaw. Astwood 
Bank: Mr. R. G. Wallis, to be manager. Batley: Mr. J. H. Ogden, from Huddersfield, to be 
manager. Bodmin: Mr. RK. B. Buckler, of the inspection staff, to be manager. Bradford: Mr. 
A. E. K. Harrison, from Penzance, to be sub-manager. Chard: Mr. H. E. Thuell, from Bridg- 
water, to be manager. Fastern Branch, E.: Mr. F. H. Lamport, from Greenford, to be manager. 
Fowey (also Lostwithiel and St. Blazey) : Mr. W. R. Hooper, from Launceston, to be manager 
on retirement of Mr. R. W. Chirgwin, M.S.M. Greenford: Mr. C. R. Read, from West Drayton, 
to be manager. Harrow: Mr. C. W. J. Ellis, from South Harrow, to be manager on retirement 
of Mr. V. M. Waters. Helston: Mr. A. C. V. Stephens, from Bodmin, to be manager on retire- 
ment of Mr. H. J. Coward. Hertford: Mr. J. G. Duncan, M.C., from Redhill, to be manager. 
Highbridge : Mr. D. S. Evans, from Chippenham, to be manager. /pswich: Mr. S. J. Colling- 
wood, from Cambridge, to be assistant manager. King’s Cross, W.C.: Mr. T. H. Chubb, from 
Wandsworth, S.W., to be manager on retirement of Mr. H. F. Ellis. Launceston : Mr. C. 5. 
Rabley, from Chard, to be manager. North Harrow: Mr. C. O. Whitfield, attached to North 
Harrow, to be manager. Penn Road, Beaconsfield : Mr. D. T. Sutton to be manager. Penzance : 
Mr. G. D. White, from Poole, to be sub-manager. Portswood, Southampton: Mr. A. J. Sinnett, 
from Colmore Row, Birmingham, to be manager. Redhill: Mr. A. H. Sills, from North Harrow, 
to be manager. Salisbury : Mr. M. J. Abel, from Winchester, to be sub-manager on retirement 
of Mr. T. R. Bennett. Saltash: Mr. S. S. Cory, from Plympton, to be manager on retirement of 
Mr. W. G. Treweeke. South Harrow: Mr. R. W. Henson, from Golders Green, N.W., to be 
manager. Tynemouth: Mr. A. Urwin, to be manager. Upmiitstey: Mr. R. A. J. Hewitson, of 
Upminster, to be manager on retirement of Mr. F. T. Turner. Wandsworth, S.W.: Mr. J. C. 
Scotcher, from Maida Vale, W., to be manager. Wealdstone: Mr. R. W. G. Brigham, from 
Coventry, to be manager on retirement of Mr. L. W. Reynolds. West Drayton: Mr. W. J. 





Maskell, from Woolwich, S.E., to be manager. Worcester, C. & C.: Mr. F. Carter to be sub- 
manager. Yeovl: Mr. E. F. Hobbs, from Highbridge, to be manager. 
Martins Bank—-Head Office: Mr. R. H. Price to be staff manager on Mr. H. G. Herbert’s 


retirement. Manchester District Office : Mr. G. R. Tarn to be sole district general manager on 
Mr. J. Froggatt’s retirement. Mr. T. Cowpe to be assistant district general manager. London 
Foreign Branch : Mr. A. H. Birse, C.B.E., to be foreign manager on Mr. E. B. Babcock’s retirement. 


[Continued on page 128 
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Banking Statistics 


National Savings 
(£ millions) 











Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (met) (net) {{ Small (net) (net) (net)ft Small 
1946 May .. 0.3 56.08§ 10.6 66.9 
xg «SC cd':C(ia 55-4 20.8 98.0 174.2 jJune.. - 0.3 3.6 9.3 12.6 
ae as 97-5 54-4 92.6 244.5 July .. - 1.4 5.5 $.2 12.2 
i ae 45-5 18.5 71.9 135.9 Aug... — 0.2 4.4 14.9 I9.1 
i. ar 34.9 18.9 69.6 123.4 Sept... 0.4 3.5 12.6 16.5 
et: 2.0 4.8 17.9 25.5 
mes ie. 44.3 19.8 108.7 172.8 Nov... 3.8 I1.0 4.5 19.3 
mS «= St S65 PG 117.7 EMC. 14 2.2 2.1 — 10.6 — 4.3 
i aia 12.1 30.3 99.7 342.3 1947 Jan... 8.7 10.6 14.4 33.7 
BY as 39.2 87.2 76.4 202.8 Feb. .. 5.6 Ef 25.2 25.5 
ee S.2~— 2.6 27.9 
1946 I .. 13.2 62.0 120.7 195.9 Apl. .. 27.7 2.4- 9.5 29.6 
a 1.0 95.9 36.2 133.1 Mey «> 23.6 = 3.5 = 8.7 3.4 
III —_ - 3.2 13.4 35.6 47.8 June . = 1.0. 4.23 ~— 10.4 59.0 
~~ 10.8 17.9 11.8 40.5 §§ Totals and apportionment between months 
amended to allow for adjustment in official 
1947 I .. 99:7 20.4 27.0 87.1 figures. tit Including Release Benefit 
or 40.3 —- 3.7- 19.6 17.0 Accounts from July, 1945. 
Ordinary Revenue and Expenditure 
Year to Ord. Ord. By Ord. Ord. 
Mar. 31: Exp. Rev. Deficit Quarters : Exp. Rev. Deficit 
£m. £m. £m. m £m. gm gm . 
" > & * 1944 + ae. 3 ha. 7 815 
1938 aa ensign 872.6 25.5" 111 |. 1593.8 wna. =8.8 
1939 -- 1054.8 927.3 127.5 IV .. 1502.0 654.3 847.7 
1640 .. 1809.7* 1049.2 760. 5* 1945 I .. 1609.8 1246.7 362.9 
1941.» | 3867.2 1408.9 2458.3 IT .. 1306.3 611.0 695.3 
He «. 0403.7 750.5 693.2 
“et +; G8 6 Se IV .. 1386.2 667.8 718.4 
1943 -s 9623.2 2819.9 2803.3 1946 I .. 1337.4 1253-5 83.9 
1944 .. 5788.4 3038.5 2749.9 Il .. g02.0 629.0 273.0 
1945 6057.8 3238.1 2819.7 Mt .. 928.3 712.2 206.2 
‘ all -& — IV .. 862.1 738.6 122.5 
1946 -» 5474.8 3284.5 2100.3 1947 I .. 1228.9 1261.5 32.68 
1947 -+ 3910.3 3342 2 569.1 1] 619.8 840.1 220. 38 
* Allowing for loan expenditure. § Surplus. 
Floating Debt 
July 18, June 30, July 5, July 12, July to, 
1946 1947 1947 1947 1947 
Ways and Means Advances : £m. £m. £m. £m. {m. 
Bank of England = 8.8 — 6.3 — oo 
Public Departments ‘i 326.2 369.9 350.7 378.6 328.9 
Treasury Bills : 
Tender... - oo 1930.0 2180.0 2180.0 2180.0 2130.0 
Tap ; - ia 2514.9 2537-3 2584.9 2541.0 2503.1 
Treasury deposit receipts ae 1454.5 1442.0 1308.5 1368.5 1408.5 
6234.4 6529.2 6400.4 6468 . 1 
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tivileged . ee 


Since 1834, we have imported the world’s finest cigars. 
This experience has brought with it many privileges. 
For privilege it is, indeed, to be able to smoke 
and recommend to others a cigar so delicate 

in flavour and so delightfully mild as La 
Tropical de Luxe. Knowing that this cigar 

has met the demand of critical taste for 

over 70 years we can, and do, (as sole 

importers of this brand in the United 

Kingdom) recommend it unreservedly. 


LAMBERT & BUTLER 


1,094,100 


T00.o 


1,026,979 


T00.0 


961,421 


OE LUXE 


Faultless Jamaican Cigars 


All usual sizes in boxes of 25 and 
50 from 58/9 upwards, 


Manufactured by 
B. & J. B. MACHADO TOBACCO CO. LTD., 
KINGSTON, JAMAICA, 3.W.1. 


09,441 /I00.0 


Association. 


= 


LAMBERT & BUTLER BRANCH OF THE IMPERIAL TOBACCO CO. (OF GREAT BRITAIN & IRELAND), LTD. L.7.3.6 


roo.o 





=a 





INSURANCE 
SERVICE 


has 100 years’ experience behind it: 
covers this country by a network 
of Branches: 

is represented in some 100 coun- 
tries and colonies overseas: 
transacts all classes of insurance, 
including Aviation: 

its expert assistance is readily 
available for the _ satisfactory 
arrangement of your insurances: 
it is renowned for the equity and 
promptness of its claim settlements 


IS AT YOUR SERVICE 


an et he es 
_— T00.01865,574 


*Including all members of British Bankers 





A glowing 
source of strength, 
comfort and good cheer. 


COMPANY 


LimttTeD w& 
’ 4, 


PRODUCE OF WEST INDIES 


SOUTHARDS of LONDON 


Proprietors Head amet John Street, Liverpool, 2. 
, Lombard St., London, E.C.3. 
ESTABLISHED 1814 
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Treasury Deposit Receipts 








Raised Redeemed Outstanding 
Menthly* : ém. £m. fm. 
1946 May 25 ~ 60.0 1453.0 
June 30 Iyo.o0 282.5 1390.5 
July 27 225.0 136.0 1479.5 
Aug. 31 455.0 287.5 1647.0 
Sept 30 500.0 368.0 1779.0 
Uct. SO «. ; ee 380.0 410.0 1743.0 
Nov . a aa ’ 0.5 1742.5 
Dec SEs. aa ° 131.0 197.0 1676.5 
1947 Jan ee es - 194.0 213.0 1657.5 
Feb. er wn 4 210.0 359.5 1508.0 
March 31 .. das as 543.0 594-5 1456.5 
April 26 .. se a 387.0 380.0 1463.5 
May a or a — — 1463.5 
June 30.. P . 110.5 132 1442.0 
* Periods ended on last Saturday in each month, except at fing ” month in each quarter. 
1947 Net New 1947 Net New 
Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 
Jan. 18 .. — 5.5 - 5.5 Mar.31 .. 123.0 100.5 22.5 
~~ ss «a — 23.5 — 23.5 Apl: 5 .. 147.0 160.0 — 13.0 
3 o 2 ss Eee 5.0 a 
Feb : “4 < - : ~ ig ae. ter pe ap 20.0 
— ae 80.0 140.0 - 60.0 a ae fh a ae 
oa 130.0 162.0 - 32.0 June 14 60.0 70.0 — 10,0 
= ci 5 ‘ aoe 50.0 60.0 — 10.0 
Mar. 3 .. Ge.c 94.5 — 34.5 — 0.5 2.0 - 1.5 
7 Ss i. te 160.0 - 30.0 July 5 .. 59.5 133.0 — 73.5 
<« 5 «ss TS 158.5 - 8.5 io 60 .O 60.0 -- 
= 22 ha 50,0 51.0 1.0 ss Fe a 40.0 40.0 
Appointments and Retirements (Continued from page 124 





Midland Bank— Head Office : Mr. A. Stidston to be assistant chief inspector on retirement of 
Mr. F. G. H. Law. Mr. F. W. Barnes, of Winchester House, to be a branch superintendent. 
London—Overseas Branch: Mr. H. H. Thackstone to be chief foreign manager; Catford: Mr. 
C. W. Brightwell to be manager ; Chancery Lane : Mr. K. G. Watson, of Cornhill, to be assistant 
manager ; High Holborn: Mr. E. R. Manly, of Muswell Hill, to be manager on retirement of 
Mr. E. J. Jarvis; Lewisham: Mr. E. H. Grender, of Catford, to be manager on retirement of 
Mr. R. Thornsby; Limehouse: Mr. A. P. Newley, of Finsbury Pavement, to be manager ; 
Mincing Lane: Mr. R. S. Lee, of Limehouse, to be manager on retirement of Mr. F. Kidsley ; 
Muswell Hill: Mr. L. F. Hagon, of Shoreditch High Street, to be manager; Newgate Street : 
Mr. A. B. Pender to be manager on retirement of Mr. F. Butterick ; 670, Old Kent Road: Mr. 
F. C. Goddard to be manager in succession to the late Mr. C. G. Major; Plaistow ;: Mr. H. Hawkins 
to be manager; Stratford: Mr. S. J. H. Watson, of Plaistow, to be manager; Wandsworth : 
Mr. F. W. Kirby to be manager. Abergavenny : Mr. A. J. Morgan to be manager on retirement 
of Mr. C. T. Armstrong. Bala: Mr. G. F. Roberts, of Cerrig-y-Druidion, to be manager. Bexhill- 
on-Sea: Mr. P. E. Jackson, of Rochester, to be manager. Birmingham—Five Ways : Mr. J. E. 
Richardson, of Moseley, Birmingham, to be manager on retirement of Mr. A. C. Denham ; 
Moseley : Mr. A. V. Pyne to be manager. Bognor Regis: Mr. D. S. Curry, of Plymouth, to be 
manager on retirement of Mr. T. S. P. Curties. Bournemouth, Westbourne: Mr. K. Barber to 
be manager. Burry Port: Mr. J. J. Owen to be manager. Cheltenham, Montpellier : Mr. W. R 
Hearse to be manager on resignation of Mr. F. S. Rimmington. Chippenham: Mr. C. R. W. 
Moore to be manager on the retirement of Mr. T. A. Deykes. Doncaster: Mr. F. Holden, of 
High Street, Manchester, to be assistant manager. Liversedge : Mr. W. A. Mundell to be manager 
on retirement of Mr. L. Carter. Lye: Mr. A. G. Taylor to be manager in succession to Mr. S. 3 
Smith. Pontefract: Mr. D. J. Watson, of Doncaster, to be manager on retirement of Mr. 
Pickering. Redruth : Mr. G. R. H. Ashmead to be manager on retirement of Mr. T. G. econ 
Rochester : Mr. C. J. P. Shreeve to be manager in succession to Mr. P. E. Jackson. Royton : 
Mr. N. Buckley, of Corn Exchange, Manchester, to be manager of this sedan formerly under 
the same management as Oldham. Ruabon: Mr. T. A. Parry, of Welshpool, to be manager. 
Whitley Bay : Mr. H. Jepson to be manager on retirement of Mr. S. Cranswick. Midland Bank 
Executor and Trustee Co., Ltd.—Head Office : Mr. J. S. S. Ullmer to be superintendent of branches. 
Mr. P. H. Fellowes to be inspector of branches. Manchester: Mr. D. A. Lewis to be assistant 


manager 
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STANDARD BANK OF SOUTH AFRICA 


INCREASED ACTIVITY 


THE HON. SIR JASPER NICHOLAS RIDLEY’S STATEMENT 


ordinary meeting of The Standard Bank 
of South Africa Limited was held on 
July 23 in London. The following are extracts 
from the circulated statement of the chairman, 
the Hon. Sir Jasper Nicholas Ridley, K.C.V.O. : 

The position shown in the Bank's balance- 
sheet is very satisfactory and indicates the 
increased activity in most departments during 
the year. 

Since 1942 we have referred with each issue 
of this Statement to a steep rise in the amount 
of deposits As more goods have hecome 
available, traders have been able to commence 
the replacement of their stocks and employ 
the funds that had accumulated over the 
period of war, and on this occasion it will be 
observed that the pace at which this increase 
of deposits has taken place has slackened. 
Although the item Deposit, Current and other 
accounts is still higher by a little more than 
{12 million at over £226 million, this may be 
compared with an increase of £35 million last 
vear 
’ Another sign of the quickening of industrial 
and commercial activity may be seen under the 
headings Bills of Exchange purchased and 
Bills Discounted, Advances to Customers and 


IN] ORPH 
RUM MIS st 


Ts one hundred and _ thirty-fourth 








other Accounts. The amount of Bills of 
Exchange purchased is about £7 million higher 
and that of Bills Discounted, Advances to 
Customers and other Accounts about {£23 
million greater than the figures reported at 
March 31, 1946. 

It was specially brought to your notice last 
year that a further stage in our progress had 
been marked by the fact that the total of the 
Balance Sheet had for the first time reached 
and exceeded £200 million. On that occasion 
the figure was {237 million, and you will now 
observe that it has increased by a further £18 
million to the new record of £255 million. 

After adding the amount of £185,292 brought 
forward from last year there is {1,004,307 for 
disposal. The interim dividend of 7s. per share 
paid in January last absorbed £175,000, and, 
after appropriating £75,000 to Bank Premises 
as against £50,000 in 1946, a balance of £754,307 
remains. 

It is recommended that £250,000 be allocated 
to Officers’ Pension Fund, and that a final 
dividend of 9s. per share be paid, together 
with a bonus of 4s. per share, making a total of 
20 per cent. for the year, leaving a sum of 
£179,307 to be carried forward. 

The Report and Accounts were adopted. 





MERCANTIRE 
INSURANCE GO, LED. 


Security & Sewice 


61, THREADNEEDLE STREET, LONDON, E.C.2 


64, PRINCES 


STREET, 


EDINBURGH, 2 
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BANK 


OTTOMAN 


AN ACTIVE YEAR FOR COMMERCE IN 
THE NEAR EAST 


COL. E. GORE BROWNE'S SURVEY 


HE eightieth annual general meeting of 

the Ottoman Bank was held on July 16, 

at Winchester House, Old Broad Street, 
London, E.C. 


Col. E. Gore Browne, D.S.O., O.B.E., T.D., 
A.D.C. (the chairman), presided. 


The chairman said The year 1946 has 
been our first full year’s working under post- 
war conditions. But, as you all know, condi- 
tions in Europe and the Near East, not to 
mention a wider field, are still far from normal 
A period of general readjustment was to be 
expected after the cessaticn of hostilities, but 
in many of the countries in which we work 
there have been, and still are, political and 
economic difficulties and anxieties. 


Heavy expenditure by the Allied Forces 
in some countries, and the high prices received 
for exports in others, while largely increasing 
the national income, resulted in an expansion 
of purchasing power out of proportion to 
available commodities, the more so in view 
of the scarcity of imports. In some countries 
the necessity for maintaining large national 
forces still further increased this purchasing 
power while diminishing the possibilities of 
production. 


In the circumstances, it is doubtful whether 
the most drastic measures could have pre- 
vented a heavy rise in internal prices and in 
the cost of living (such as has taken place in 
varving degree in all the countries of the Near 
East). 1946 was a very active year for trade 
and commerce throughout the Near East. In 
this activity your bank took its full share and, 
in spite of rising expenses and of difficulties, 
was able to make a satisfactory profit. 


BALANCE-SHEET FIGURES 

The balance-sheet before you shows a total 
of £64,156,g00, against £67,659,000 at the end 
of 1945. This decrease is due in the main to 
the devaluation of the Turkish pound, which 
took place in September, 1946. But for this 
the total of the balance-sheet would have 
shown an increase on that for the previous 
year. Our deposits, for the same reason, show 
a decrease: {56,487,000 in 1946, against 
£60, 364,000 in 1945. 


~~ 


On the other side of the balance-sheet, our 
cash is down to £9,631,000, showing a fall of 
about {1,700,000 on the previous year. You 
will notice, however, a compensating increase 
in the ‘‘ money at call and notice.” 


‘‘ Bills receivable ’’ have also fallen by some 
£4,700,000, but, on the other hand, our invest- 
ments have increased from £13,600,000 to 
£17,100,000, since we have maintained in 1946 
our policy of seeking an improved yield on our 
funds by increasing our holding of short-term 
British securities. The decrease in the item 
“Advances to customers and other accounts " 
is due to the devaluation already mentioned, 
and, in some degree, to a conservative policy 
regarding commercial advances 


Our profit and loss account shows a balance 
for the year of £186,562 Is. gd., an increase of 
about £52,000 over the previous vear's figure 
After adding the amount brought forward from 
1945, there is, therefore, available in the profit 
and loss account a sum of £218,489 8s. 5d. 


RESERVES STRENGTHENED 


A further strengthening of reserves has been 
made by the transfer of £50,000 to provision 
for contingencies, which leaves a_ balance 
available in the profit and loss account of 
£168,489 8s. 5d. This enables me to propose 
to you an increase in the dividend which you 
have voted in the last two years. We propose 
a dividend of 6s. per share, which will absorb 
£150,000 and leave £18,489 8s. 5d. to be carried 
forward to 1947. In view of the difficulties 
which we have had to face, I hope you will 
agree with me that you have no reason to be 
dissatisfied with the results of your undertaking 
for the year 1946. 


TRIBUTE TO STAFF 


Our thanks are due to our staff throughout 
the whole of the bank. They have worked 
loyally, their work often increased and com- 
plicated by the post-war legacy of restrictions 
and controls, with which international trade is 
still burdened. We have a number of keen 
and promising young men under instruction 
who are destined for branches abroad—several 
indeed have already gone—to assist our hard- 
worked managers and gradually to assume the 
responsibilities for which they have been 
trained. 


In our view the situation demands constant 
co-operation amongst all our interests, and to 
this end we arranged in November, 1940, 4 
conference in Cairo attended by our senior 
managers from the majority of countries where 
our branches are established; many useful 
decisions were reached concerning present 
problems and future policy. These conferences 
will be held yearly in future. 


The report was adopted. 
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